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Islamist  militants  from  the 
north  Caucasus  were  suspect¬ 
ed  of  being  behind  two  sui¬ 
cide-attacks  in  the  southern 
Russian  city  of  Volgograd  that 
killed  34  people.  President 
Vladimir  Putin  vowed  to  fight 
terrorists  “until  their  complete 
annihilation.”  The  Internation¬ 
al  Olympic  Committee  re¬ 
mained  confident  that  the 
winter  games,  which  are  to  be 
hosted  next  month  in  Sochi,  a 
city  near  the  Caucasus  Moun¬ 
tains,  will  be  safe  and  secure. 

Mikhail  Khodorkovsky,  who 

was  recently  freed  by  a  presi¬ 
dential  pardon  after  ten  years 
in  Russian  jails,  was  granted  a 
three-month  visa  to  Switz¬ 
erland  to  be  with  his  family. 
The  former  oil  tycoon  had 
been  due  for  release  next 
August  but  was  pardoned  by 
Mr  Putin  as  part  of  a  wider 
amnesty  for  20,000  prisoners, 
including  two  members  of 
Pussy  Riot,  a  protest  band. 

Turkey’s  prime  minister, 

Recep  Tayyip  Erdogan,  was 
mired  in  trouble  amid  a  cor¬ 
ruption  scandal  that  forced 
cabinet  resignations,  with  one 
former  minister  calling  for  him 
also  to  step  down.  Police  used 
tear  gas,  rubber  bullets  and 
water  cannon  to  break  up 
anti-government  protests  in 
Ankara,  Istanbul  and  Izmir. 

The  scandal  is  widely  seen  as  a 
proxy  for  a  power  struggle 
between  Mr  Erdogan’s  govern¬ 
ment  and  Fethullah  Gulen,  an 
influential  Muslim  cleric  based 
in  America. 

Latvia,  which  has  the  highest 
gdp  growth  rate  in  the  eu, 
became  the  18th  country  to 
adopt  the  euro  as  its  currency. 

Officials  from  Utah  asked  the 
federal  Supreme  Court  to 
suspend  a  judge’s  recent  ruling 
that  legalised  gay  marriage  in 
the  state  by  finding  its  voter- 
approved  ban  to  be  unconsti¬ 
tutional.  Hundreds  of  gay 


Correction:  We  made  a  couple  of 
mistakes  in  'The  world  this  year" 
(December  21st).  We  misspelled  the 
name  of  Israel's  Hatnua  party.  And 
Angela  Merkel  is  not  the  only  leader  in 
the  euro  zone  to  have  been  re-elected 
since  the  start  of  the  currency  bloc's 
debt  crisis.  Austria's  Werner  Faymann 
was  also  re-elected  in  2013.  Sorry. 


couples  have  been  married  in 
Utah  since  the  judge  issued  his 
decision  on  December  20th. 

More  than  2.1m  people  have 
now  signed  up  for  health 
insurance  under  Obamacare 
after  a  surge  of  enrolments  in 
December,  according  to  the 
Obama  administration. 
Around  half  have  done  so 
through  the  federal  website, 
which  was  riddled  with  glitch¬ 
es  in  October  and  November. 

Violence  between  followers  of 
the  president  of  South  Sudan 
and  his  former  vice-president 
descended  rapidly  into  ethnic 
mayhem,  leaving  at  least  1,000 
people  dead.  Regional  leaders, 
the  African  Union  and  the  un 
struggled  to  bring  about  a 
ceasefire. 

Followers  of  a  self-proclaimed 
prophet,  Paul  Joseph 
Mukungubila,  who  ran  for 
Congo’s  presidency  in  2006, 
attacked  the  state  broadcasting 
service,  an  army  camp  and  the 
main  airport  of  the  capital, 
Kinshasa.  At  least  46  of  them 
died  in  the  skirmishes. 

The  National  Union  of  Metal¬ 
workers  of  South  Africa,  the 
country’s  biggest  labour  un¬ 
ion,  dealt  a  heavy  blow  to 
President  Jacob  Zuma  by  de¬ 
claring  that  it  would  not  back 


his  ruling  African  National 
Congress  in  elections,  expect¬ 
ed  in  April. 

A  leading  Lebanese  Sunni  and 
former  finance  minister, 
Muhammad  Shatah,  was 
killed  by  a  car-bomb  in  the 
heart  of  Beirut,  exacerbating 
the  ill-feeling  between  Leba¬ 
non’s  religious  communities 
that  has  worsened  as  a  result 
of  the  civil  war  in  neighbour-  ' 
ing  Syria. 

Japan’s  prime  minister,  Shinzo 
Abe,  visited  the  controversial 
Yasukuni  shrine  in  Tokyo.  It  is 
the  first  visit  to  the  temple  by 
an  incumbent  prime  minister 
since  2006.  The  shrine  com¬ 
memorates  war  dead,  in¬ 
cluding  high-ranking  war 
criminals.  China  and  South 
Korea  denounced  the  visit. 

Arvind  Kejriwal  was  sworn  in 
as  chief  minister  of  the  Indian 
capital,  Delhi.  He  is  the  leader 
of  a  new  party,  the  Aam 
Aadmi  Party,  or  Common 
Man’s  Party,  that  battles 
corruption  and  pledges  to  end 
the  culture  of  privilege  in 
Indian  politics. 

A  record  heatwave  in  Argenti¬ 
na  left  several  people  dead  and 
caused  lengthy  blackouts  as 
the  country’s  electricity  grid 
struggled  to  cope  with  higher 


demand  for  air-conditioning. 
The  power  shortages  sparked 
protests  in  Buenos  Aires. 

Construction  firms  working 
on  the  widening  of  the  Pana¬ 
ma  Canal  threatened  to  stop 
work  because  of  cost  over¬ 
runs.  The  companies  say  the 
Panama  Canal  Authority 
should  pick  up  the  bill  for  the 
extra  costs;  the  Authority 
rejects  that  claim. 

Fiat  at  last  secured  total  control 
of  Chrysler.  The  Italian  car- 
maker  held  a  58.5%  stake  in  its 
American  partner,  and  after 
lengthy  negotiations  bought 
the  remaining  shares  from  a 
union  health-care  fund  for 
around  $4  billion. 

Equity  investors  ended  the 
year  in  a  buoyant  mood.  Stock- 
markets  in  America  surged 
before  Christmas  when  the 
Federal  Reserve  announced 
that  it  would  start  tapering  its 
stimulus  programme  by  reduc¬ 
ing  asset  purchases  by  $10 
billion  a  month,  to  $75  billion, 
as  the  economy  continues  to 
strengthen.  Ben  Bernanke, 
who  retires  this  month  as  the 
Fed’s  chairman,  said  he  expect¬ 
ed  the  Fed  would  take  “similar 
moderate  steps”  in  2014. 


Other  economic  data  and  news 
can  be  found  on  pages  72-73 


MAYBE  THIS  IS  TOO  MUCH 
FOR  THE  US  TO  ASK  YOU  TO 
TAKE  OH  RIGHT  MOW-  . 
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Europe’s  Tea  Parties 


Insurgent  parties  are  likely  to  do  better  in  2014  than  at  any  time  since  the  second  world  war 


SINCE  2010  or  so,  the  Tea  Party, 
a  Republican  insurgency,  has 
turned  American  politics  up¬ 
side  down.  It  comes  in  many 
blends,  but  most  of  its  members 
share  three  convictions:  that  the 
ruling  elite  has  lost  touch  with 
the  founding  ideals  of  America, 
that  the  federal  government  is  a  bloated,  self-serving  Levia¬ 
than,  and  that  illegal  immigration  is  a  threat  to  social  order. 
The  Tea  Party  movement  is  central  to  the  conflict  that  has  riven 
American  politics  and  the  difficulty  of  reforming  budgets  and 
immigration  laws. 

Now  something  similar  is  happening  in  Europe  (see  pages 
16-18).  Insurgent  parties  are  on  the  rise.  For  mainstream  parties 
and  voters  worried  by  their  success,  America’s  experience  of 
dealing  with  the  Tea  Party  holds  useful  lessons. 

The  squeezed,  and  angry,  middle 

There  are  big  differences  between  the  Tea  Party  and  the  Euro¬ 
pean  insurgents.  Whereas  the  Tea  Party’s  factions  operate 
within  one  of  America’s  mainstream  parties,  and  have  roots  in 
a  venerable  tradition  of  small-government  conservatism,  their 
counterparts  in  Europe  are  small,  rebellious  outfits,  some  from 
the  far  right.  The  Europeans  are  even  more  diverse  than  the 
Americans.  Norway’s  Progress  Party  is  a  world  away  from 
Hungary’s  thuggish  Jobbik.  Nigel  Farage  and  the  saloon-bar 
bores  of  the  United  Kingdom  Independence  Party  (ukip)  look 
askance  at  Marine  Le  Pen  and  her  Front  National  (fn)  across 
the  Channel.  But  there  are  common  threads  linking  the  Euro¬ 
pean  insurgents  and  the  Tea  Party.  They  are  angry  people, 
harking  back  to  simpler  times.  They  worry  about  immigration. 
They  spring  from  the  squeezed  middle— people  who  feel  that 
the  elite  at  the  top  and  the  scroungers  at  the  bottom  are  pros¬ 
pering  at  the  expense  of  ordinary  working  people.  And  they 
believe  the  centre  of  power— Washington  or  Brussels— is  bulg¬ 
ing  with  bureaucrats  hatching  schemes  to  run  people’s  lives. 

Mainstream  politicians  in  Europe  have  tried  to  marginalise 
the  insurgents,  by  portraying  them  as  unhinged,  racist  or  fas¬ 
cist.  But  it  is  not  working,  partly  because  many  of  the  insur¬ 
gents  are  making  a  determined  effort  to  become  respectable. 
ukip,  the  fn  and  the  Freedom  Party  (pvv)  in  the  Netherlands 
could  each  win  the  most  votes  in  European  Parliament  elec¬ 
tions  in  May.  In  France,  55%  of  students  say  they  would  consid¬ 
er  voting  for  the  fn.  The  Progress  Party  has  joined  Norway’s 
government.  Slovakia  has  a  new  far-right  provincial  governor. 
Count  insurgents  on  the  left,  such  as  Syriza  in  Greece  and  the 
Five  Star  movement  in  Italy,  and  mainstream  parties  in  Europe 
are  weaker  than  at  any  time  since  the  second  world  war. 

The  insurgency  is  doing  well  partly  because  the  main¬ 
stream  has  done  so  badly.  Governments  encouraged  consum¬ 
ers  to  borrow,  let  the  banks  run  wild  and  designed  the  euro  as 
the  pinnacle  of  the  European  project.  In  the  past  five  years  or¬ 
dinary  people  have  paid  a  price  for  these  follies,  in  higher  tax¬ 
es,  unemployment,  benefit  cuts  and  pay  freezes. 

This  newspaper  is  sympathetic  to  the  Tea  Parties’  insight 


that  the  modern  state  often  seems  designed  to  look  after  itself, 
rather  than  the  citizens  it  is  supposed  to  serve.  It  is  true  that  the 
eu  has  no  answer  to  the  problem  that  minorities  of  voters  in 
many  countries  feel  it  lacks  legitimacy— a  looming  threat  to  the 
euro.  But  Europe’s  insurgents  go  further  than  that. 

When  Geert  Wilders,  leader  of  the  pvv,  calls  the  Koran  “a 
fascist  book”  and  Islam  “a  totalitarian  religion”,  he  is  endors¬ 
ing  intolerance.  When  Ms  Le  Pen  demands  protection  for 
French  firms  from  foreign  competition,  she  is  threatening  to 
impoverish  her  compatriots.  When  ukip  promises  British 
people  prosperity  outside  the  European  Union,  but  within  a 
free-trade  zone  of  its  own  devising,  it  is  peddling  an  illusion. 
Increasing  inequality  and  growing  immigration  are  the  corol¬ 
lary  of  technological  progress  and  economic  freedoms  that 
most  people  would  not  willingly  give  up. 

Such  details  do  not  detain  Ms  Le  Pen  who,  with  the  swagger 
of  a  politician  on  the  rise,  predicts  that  she  will  be  in  the  Elysee 
within  a  decade.  That  is  highly  unlikely,  partly  because  nation¬ 
al  elections  are  less  susceptible  to  protest  votes  than  European 
elections  are,  and  partly  because  as  they  get  closer  to  power  al¬ 
most  all  Europe’s  Tea  Parties  are  likely  to  reveal  themselves  as 
incompetent  and  factional.  Yet  the  insurgents  do  not  need  vic¬ 
tory  to  set  the  agenda  or  to  put  up  barriers  to  reforms.  That  is 
why  Europeans  need  to  see  them  off. 

Honesty  in  all  things 

Attacking  the  insurgents  as  fascists  worked  when  Hitler’s 
memory  was  fresh,  but  many  of  today’s  voters  rightly  see  it  as 
mostly  a  scare  tactic.  Even  as  the  mainstream  demonises  the 
insurgents,  it  also  panders  to  them  by  adopting  pale  versions 
of  their  policies-against  immigration,  global  finance  and  the 
eu.  But  the  mainstream  is  inhibited  by  a  sense  of  what  is  pos¬ 
sible  and  an  understanding  of  what  is  legal.  So  it  ends  up  flat¬ 
tering  the  idea  that  something  needs  fixing,  while  seeming  to 
lack  the  courage  to  do  anything. 

The  lesson  from  America  is  that  if  Europe’s  politicians  do 
not  want  the  insurgents  to  set  the  agenda,  they  need  to  counter 
their  arguments.  As  long  as  Republican  leaders  have  indulged 
Tea  Party  demands  to  put  purity  above  the  work  of  governing 
(for  instance,  by  shutting  down  the  federal  government)  they 
have  sunk  lower  in  the  public  esteem.  The  hardline  positions 
of  Republican  candidates  satisfy  the  party  faithful  but  drive 
away  undecided  voters,  costing  the  party  Senate  seats  in  re¬ 
cent  elections  and  arguably  the  presidency  in  2012.  Politicians 
need  to  explain  hard  choices  and  dispel  misconceptions.  Eu¬ 
rope’s  single  market  is  the  source  of  prosperity:  enlarge  it. 
Workers  from  eastern  Europe  pay  more  into  government  cof¬ 
fers  than  they  take  out:  welcome  them.  Politicians  prepared  to 
speak  out  will  find  that  most  citizens  can  cope  with  the  truth. 

Ultimately,  though,  the  choice  falls  to  voters  themselves. 
The  Tea  Party  thrived  in  America  partly  because  a  small  mi¬ 
nority  of  voters  dominate  primary  races  especially  for  gerry¬ 
mandered  seats.  In  elections  to  the  European  Parliament  many 
voters  simply  do  not  bother  to  take  part.  That  is  a  gift  to  the  in¬ 
surgents.  If  Europeans  do  not  want  them  to  triumph,  they 
need  to  get  out  to  the  polls.  ■ 
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NAFTA  at  20 

Deeper,  better,  NAFTA 
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North  America’s  trade  deal  has  delivered  real  benefits.  But  the  job  is  not  done 


A  STEP  to  rival  the  creation  of 
NATO,  or  a  mortal  threat  to 
American  jobs  from  cheap  Mex¬ 
ican  labour?  The  arguments  for 
and  against  the  North  American 
Free-Trade  Agreement  (nafta) 
before  its  launch  on  January  ist 
1994  were  hyperbolic.  Twenty 
years  on,  nafta’s  backers  have  won  the  argument. 

The  American  and  Canadian  economies  were  already 
pretty  well  integrated  before  the  creation  of  nafta,  so  there 
was  no  great  leap  in  trade  between  the  two.  But  America’s 
trade  with  Mexico  increased  by  506%  between  1993  and  2012, 
compared  with  279%  with  non-NAFTA  countries.  In  2011 
America  traded  as  much  with  Canada  and  Mexico  as  it  did 
with  the  bric  countries  (Brazil,  Russia,  India,  China),  Japan 
and  South  Korea  combined.  The  “giant  sucking  sound”  that 
Ross  Perot,  a  presidential  candidate,  predicted  would  be  heard 
as  Mexico  hoovered  up  American  jobs  never  materialised;  if 
jobs  have  moved  anywhere  in  the  past  two  decades,  they  have 
gone  to  China,  not  Mexico.  Industries  from  aerospace  to  cars 
have  woven  supply  chains  back  and  forth  across  North  Ameri¬ 
ca’s  borders.  Some  40%  of  the  content  of  imports  from  Mexico 
into  the  United  States,  and  25%  of  the  content  of  imports  from 
Canada,  originated  in  the  United  States  itself.  Helped  by  rising 
energy  production  in  all  three  countries,  Factory  North  Ameri¬ 
ca  is  being  created  (see  pages  23-25). 

Of  the  trio,  Canada’s  gdp  per  person  has  grown  fastest 
over  the  past  two  decades,  but  Mexico-an  emerging  market 
hitched  to  two  larger,  rich  ones-has  been  nafta’s  biggest 
beneficiary.  Import  competition  has  improved  Mexican 
manufacturing  productivity;  foreign  direct  investment  has 
surged.  More  important,  membership  of  nafta  has  shored 
up  Mexico’s  domestic  political  commitment  to  open  markets, 


and  provided  a  template  for  the  country’s  other  free-trade 
agreements  (14  and  counting).  The  deal  has  not  closed  the  vast 
income  gap  with  Canada  and  America  (see  page  28),  but  it  has 
helped  make  Mexico  more  stable  and  prosperous.  That  should 
be  a  cause  for  celebration  on  both  sides  of  the  border. 

However,  the  biggest  gains  in  trade  were  early  in  nafta’s 
life;  momentum  has  waned  in  recent  years.  If  the  agreement  is 
to  progress,  three  things  need  to  be  done.  First,  the  business  of 
shipping  goods  across  borders  needs  an  overhaul.  Crossing 
from  Mexico  to  the  United  States,  waiting  times  are  far  too 
long;  much  of  the  infrastructure  is  antiquated;  railway  and 
haulage  crews  still  change  over  at  the  border.  Measures  to  al¬ 
low  the  pre-clearance  of  goods  before  they  reach  the  frontier 
are  held  up  by  America’s  needless  insistence  that  its  customs 
agents  should  be  allowed  to  carry  guns,  against  Mexican  laws, 
when  they  operate  south  of  the  border. 

Bridges,  not  moats 

nafta  could  also  do  more  to  avert  the  negative  effects  of  re¬ 
gional  trade  deals.  Such  deals  risk  diverting  trade  from  coun¬ 
tries  outside  the  club  to  those  inside  it.  nafta  should  show 
how  regional  deals  can  be  bridges  to  wider  liberalisation.  The 
United  States,  Canada  and  Mexico  have  each  pursued  free- 
trade  agreements  with  the  European  Union  separately,  for  ex¬ 
ample;  instead,  they  should  act  in  concert,  nafta  itself 
should  also  map  out  a  way  to  invite  in  new  members  from 
Central  America,  the  Caribbean  and  Latin  America,  to  spread 
free  trade  across  all  the  Americas. 

Third,  the  bloc  should  embrace  the  freer  movement  of  peo¬ 
ple.  nafta  had  virtually  nothing  to  say  about  labour  mobility 
at  its  launch,  beyond  creating  a  visa  category  for  “profession¬ 
als”.  The  United  States  is  not  about  to  embrace  European-style 
open  borders,  but  more  generous  dispensations  for  frequent 
travellers  from  Mexico  would  be  a  start.  ■ 


The  world  economy  in  2014 

Why  optimism  may  be  bad  news 


Good  news  about  global  growth  risks  pushing  interest  rates  up  and  politicians’  appetite  for  reform  down 
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A  LMOST  every  year  since  the 
/"Vend  of  the  financial  crisis 
has  started  with  rosy  expecta¬ 
tions  among  American  forecast¬ 
ers,  and  this  one  is  no  different. 
Stockmarkets  are  buoyant,  con¬ 
sumer  confidence  is  improving, 
and  economic  seers  are  raising 
their  growth  forecasts  for  2014.  America’s  s&p  500  share  index 
is  at  a  record  high,  after  rising  30%  in  2013-the  biggest  annual 
gain  in  almost  two  decades.  Powered  by  America,  global 
growth  of  close  to  4%,  on  a  purchasing-power-parity  basis, 
seems  possible.  That  would  be  nearly  a  full  percentage  point 
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faster  than  2013,  and  the  best  showing  for  several  years. 

Yet  amid  the  new-year  cheer,  it  is  worth  remembering  that 
almost  every  year  since  the  financial  crisis  upbeat  expecta¬ 
tions  have  been  disappointed.  The  biggest  danger  this  time 
round  is  the  optimism  itself. 

Fiscal  ease 

All  around  the  rich  world,  things  are  looking  better.  Britain’s 
recovery  is  gathering  pace  (see  page  42).  Japan’s  economy 
seems  strong  enough  to  cope  with  the  imminent  rise  in  its  con¬ 
sumption  tax.  Even  Europe’s  prospects  are  less  dismal.  But 
America  is  driving  this  recovery. 

America’s  growth  rests  on  strong  foundations.  First,  house-  ►► 
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►  hold  and  corporate  balance-sheets  are  in  good  shape.  Unlike 
Europeans,  who  have  barely  reduced  their  private  debt,  Amer¬ 
icans  have  put  the  hangover  from  the  financial  crisis  behind 
them.  The  revival  in  house  prices  is  testament  to  that.  Second, 
thanks  to  cheap  energy,  years  of  wage  restraint  and  a  relatively 
weak  dollar,  America  is  competitive.  These  two  factors  have 
combined  to  produce  faster  job  growth  which,  along  with 
higher  share  prices,  suggests  stronger  consumer  spending  and 
higher  investment  ahead.  Finally,  the  fiscal  squeeze  is  abating. 
In  2013  the  federal  government  took  175%  of  gdp  out  of  the 
economy  with  tax  rises  and  spending  cuts.  The  recently  agreed 
budget  deal  will  help  cut  the  fiscal  squeeze  to  0.5%  of  gdp  this 
year.  All  these  factors  could  boost  America’s  growth  to  around 
3%  in  2014,  well  above  its  trend  rate. 

More  spending  by  American  firms  and  households  will,  in 
turn,  buoy  demand  for  goods  and  services  from  everywhere 
from  China  to  Germany.  America’s  appetite  for  foreign  wares 
is  not  what  it  once  was  (the  current-account  deficit  has  fallen  to 
ais-year  low  of  2.2%  of  gdp,  see  page  20),  but  its  economy  is  so 
big  that  faster  spending  will  push  up  exports  around  the  globe. 
The  resulting  support  for  growth  will,  in  turn,  improve  domes¬ 
tic  confidence  from  Europe  to  Japan. 

The  trouble  is  that  trade  channels  are  not  the  only,  or  even 
the  main,  way  in  which  America’s  economy  affects  the  rest  of 
the  world.  Financial  markets  are  a  more  powerful  influence,  as 
today’s  share-price  surges  prove.  As  America’s  economy  gains 


strength,  investors  may  expect  the  Federal  Reserve  to  bring  for¬ 
ward  its  first  rate  rise  from  the  expected  date  of  mid-  2015.  That 
could  send  bond  yields  sharply  higher. 

Fed  officials  have  made  it  clear  that,  even  though  the  pace 
of  bond-buying  will  slow,  they  are  in  no  hurry  to  raise  rates. 
But  the  faster  the  economy  grows,  the  likelier  investors  are  to 
doubt  that  commitment.  In  Britain,  speedy  growth  has  already 
led  to  expectations  that  the  Bank  of  England  will  raise  interest 
rates,  even  though  it  insists  that  it  has  no  intention  of  doing 
anything  of  the  sort.  If  faster  growth  in  America  translates  into 
sharply  higher  bond  yields,  it  could  undermine  itself.  And,  giv¬ 
en  the  Fed’s  influence  over  global  monetary  conditions,  it 
could  clobber  growth  elsewhere  too. 

A  more  subtle,  but  still  pernicious,  risk  is  complacency.  Poli¬ 
ticians  are  always  keener  to  take  credit  for  growth  than  to 
tackle  tough  reforms.  The  euro  area’s  latest  fudge  on  its  bank¬ 
ing  union,  for  example,  reflects  an  insouciance  born  of  better 
economic  news.  That  is  a  problem  because,  across  the  rich 
world,  the  to-do  list  is  long.  America  has  a  huge  rump  of  long¬ 
term  unemployed  (see  page  19),  and  fast-rising  disability  rolls. 
Britain  will  remain  dangerously  reliant  on  rising  house  prices 
unless  it  liberalises  its  planning  rules  and  invests  more  in  air¬ 
ports,  roads  and  other  infrastructure.  The  euro  area  cannot  en¬ 
joy  real  prosperity  until  its  overhang  of  private  debt  is  reduced 
and  its  young  people  are  brought  back  to  the  labour  market. 
Bear  that  in  mind  if  you  start  to  feel  too  upbeat.  ■ 


Corruption  in  Turkey 

The  Arab  road 


The  government  of  Recep  Tayyip  Erdogan  has  grave  questions  to  answer 


WHEN  the  Arab  spring 
burst  onto  the  Middle  East 
three  years  ago,  hopeful  demo¬ 
crats  in  search  of  a  model  were 
drawn  to  Turkey  as  a  country 
that  seemed  to  combine  moder¬ 
ate  Islam  with  prosperity  and 
democracy.  Unfortunately,  the 
Arabs  did  not  follow  the  Turkish  path.  Instead,  Turkey  has  set 
off  down  the  old  Arab  road  to  corruption  and  autocracy. 

In  the  past  two  weeks  a  Turkish  prosecutor  has  detained 
dozens  of  people  as  part  of  investigations  into  illicit  gold  trans¬ 
fers  and  bribes  allegedly  paid  by  the  construction  industry. 
The  suspects  include  businessmen  close  to  the  ruling  Justice 
and  Development  (ak)  party,  as  well  as  officials,  politicians 
and  the  sons  of  three  cabinet  ministers.  The  prime  minister, 
Recep  Tayyip  Erdogan  (pictured,  left),  combative  at  the  best  of 
times,  reacted  with  fury-stoked  by  reports  that  one  of  his  own 
sons  was  next  on  the  list.  He  reshuffled  his  government  to  put 
loyalists  in  place,  sought  to  gain  control  of  police  investiga¬ 
tions,  and  got  the  prosecutor  removed  from  the  corruption 
case.  His  ministers  justified  all  this  with  talk  of  a  “soft  coup”. 

For  Turkey,  this  is  depressing.  Mr  Erdogan,  in  power  for  al¬ 
most  11  years,  has  come  to  confuse  his  own  fate  with  the  fate  of 
the  country.  His  readiness  to  use  strong-arm  tactics  on  the  po¬ 
lice  and  judiciary  weakens  the  rule  of  law.  His  refusal  to  toler¬ 
ate  any  check  on  his  own  power  stifles  democracy. 

The  pity  is  that  until  recently  Mr  Erdogan  looked  as  if  he 


would  go  down  as  his  country’s  greatest  leader  since  Ataturk, 
founder  of  the  modern  republic.  While  he  has  been  in  power, 
gdp  per  person  has  more  than  doubled  in  real  terms.  Turkey 
has  modernised,  reforming  enough  to  win  talks  with  the  Euro¬ 
pean  Union,  which  the  country  had  sought  for  40  years.  And 
the  army  has  been  consigned  to  barracks,  along  with  its  his¬ 
torical  weakness  for  coups. 

Service  without  a  smile 

But  now  Mr  Erdogan  is  beset  by  troubles.  The  economy,  which 
saw  growth  fall  by  half  after  2011,  depends  on  inflows  of  for¬ 
eign  capital.  Even  before  the  scandal,  it  was  vulnerable  to  the 
end  of  ultra-cheap  money  in  America.  In  dollars,  the  stock- 
market  is  down  about  a  third  from  its  peak  early  last  summer. 
Politics  is  likely  to  determine  where  it  goes  from  here. 

A  second  difficulty  lies  in  the  unravelling  of  a  pact  that  en¬ 
abled  Mr  Erdogan  to  take  on  the  army  and  win.  The  courts  con¬ 
victed  several  hundred  officers  and  their  civilian  backers 
thanks  partly  to  a  secretive  Islamic  group  led  by  Fethullah  Gu- 
len  (pictured,  right),  a  cleric  who  lives  in  exile  in  Pennsylvania, 
which  counts  many  adherents  in  the  police  and  judiciary.  At 
least  some  of  the  evidence  was  concocted.  But  ak  and  Hizmet 
(“the  Service”)  have  fallen  out-perhaps  over  Mr  Erdogan’s 
hostility  towards  Israel,  perhaps  because  the  prime  minister  is 
unwilling  to  accept  any  rivals.  Although  Mr  Gulen  denies  it, 
many  suspect  that  the  corruption  investigations  began  after  an 
order  went  out  to  confront  ak  and  its  leader. 

But  this  does  not  exonerate  Mr  Erdogan-which  is  his  third  ►► 
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►  problem.  If  his  party  is  corrupt,  it  is  not  just  breaking  the  law, 
but  betraying  its  pious  supporters,  who  expect  it  to  be  better 
than  Turkey’s  grubby  secular  governments.  He  cannot  kill  sus¬ 
picions  of  corruption  by  riding  roughshod  over  the  police  and 
courts  any  more  than  he  could  destroy  Turkey’s  protest  move¬ 
ment  by  cracking  down  on  last  summer’s  nationwide  demon¬ 
strations.  Instead,  each  time  he  tries  to  muzzle  his  critics  and 
his  opponents,  the  divisions  within  Turkey  grow  deeper. 

Turks  should  be  troubled  that  their  police  and  courts  can  be 
turned  against  particular  groups  when  it  suits  those  in  power. 
The  idea  that  the  Gulenists  have  sat  on  cases  of  corruption 
while  ak  was  their  ally,  only  to  target  the  party  now,  raises  sus¬ 


picions  that  some  officials’  loyalty  is  not  to  the  constitution, 
but  to  something  else-most  probably  Mr  Gulen. 

The  legal  system  is  the  only  check  on  Mr  Erdogan’s  power. 
Turkey’s  opposition  is  weak  and  poorly  led.  Critical  journalists 
get  arrested,  and  uncritical  ones  censor  themselves.  Mr  Erdo- 
gan  dominates  his  own  party.  The  Gulenists’  influence  is  un¬ 
healthy  and  Turkey  needs  its  law  and  order  to  be  impartial.  But 
it  would  be  worse  if  Mr  Erdogan  were  to  dominate  the  police 
and  the  courts,  as  he  dominates  everything  else. 

Mr  Erdogan  wants  to  become  Turkey’s  president  in  elec¬ 
tions  later  this  year.  But  unless  he  changes,  Turkey  would  do 
better  with  a  fresh  start.  ■ 


Pharmaceutical  pricing 

The  new  drugs  war 


Patents  on  drugs  are  in  the  interests  of  the  sick  as  well  as  the  industry.  Protection  should  not  be  weakened 


OF  ALL  the  goods  and  ser¬ 
vices  traded  in  the  market 
economy,  pharmaceuticals  are 
perhaps  the  most  contentious. 
Though  produced  by  private 
companies,  they  constitute  a 
public  good,  both  because  they 
can  prevent  epidemics  and  be¬ 
cause  healthy  people  function  better  as  members  of  society 
than  sick  ones  do.  They  carry  a  moral  weight  that  most  private¬ 
ly  traded  goods  do  not,  for  there  is  a  widespread  belief  that 
people  have  a  right  to  health  care  that  they  do  not  have  to 
smartphones  or  trainers.  Innovation  accounts  for  most  of  the 
cost  of  production,  so  the  price  of  drugs  is  much  higher  than 
their  cost  of  manufacture,  making  them  unaffordable  to  many 
poor  people.  Firms  protect  the  intellectual  property  (ip)  that 
drugs  represent  and  sue  those  who  try  to  manufacture  and  sell 
patented  drugs  cheaply.  For  all  these  reasons,  pharmaceutical 
companies  are  widely  regarded  as  vampires  who  exploit  the 
sick  and  ignore  the  sufferings  of  the  poor. 

These  criticisms  reached  a  crescendo  more  than  a  decade 
ago  at  the  peak  of  the  hiv  plague.  When  South  Africa’s  gov¬ 
ernment  sought  to  legalise  the  import  of  cheap  generic  copies 
of  patented  aids  drugs,  pharmaceutical  companies  took  it  to 
court.  The  case  earned  the  nickname  “Big  Pharma  v  Nelson 
Mandela”.  It  was  a  low  point  for  the  industry,  which  wisely 
backed  down. 

Now  arguments  over  drugs  pricing  are  rising  again.  Activ¬ 
ists  are  suing  to  block  the  patenting  in  India  of  a  new  Hepatitis 
c  drug  that  has  just  been  approved  by  American  regulators. 
Other  skirmishes  are  breaking  out,  in  countries  from  Brazil  to 
Britain  (see  page  45)-  But  the  main  battlefield  is  the  Trans-Pacif¬ 
ic  Partnership  (tpp),  a  proposed  trade  deal  between  countries 
in  Asia  and  the  Americas.  The  parties  have  yet  to  reach  agree¬ 
ment,  partly  because  of  the  drug-pricing  question. 

Under  the  Trade  Related  Aspects  of  Intellectual  Property 
Rights,  a  deal  signed  in  1994,  governments  can  allow  a  generic 
drugmaker  to  produce  a  patented  medicine.  America-home 
of  most  of  the  world’s  big  pharma,  whose  consumers  pay  the 
world’s  highest  prices  for  drugs  and  thus  keep  down  prices  for 
others-wants  to  use  the  tpp  to  restrict  such  compulsory  li¬ 
cences  to  infectious  epidemics,  while  emerging-market  coun¬ 


tries  want  to  make  it  harder  for  drug  firms  to  win  patents. 

The  resurgence  of  conflict  over  drug  pricing  is  the  result  not 
of  a  sudden  emergency,  but  of  broad,  long-term  changes.  Rich 
countries  want  to  slash  health  costs.  In  emerging  markets,  peo¬ 
ple  are  living  longer  and  getting  rich-country  diseases.  This  is 
boosting  demand  for  drugs  for  cancer,  diabetes  and  other 
chronic  ailments.  In  emerging  markets,  governments  want  to 
expand  access  to  treatment,  but  drugs  already  account  for  a 
large  share  of  health-care  spending-44%  and  43%  in  India  and 
China  respectively,  compared  with  12%  in  Britain  and  America. 
Meanwhile,  a  wave  of  innovation  is  producing  expensive  new 
treatments.  In  2012  American  regulators  approved  39  drugs, 
the  largest  number  since  1996.  Cancer  treatment,  especially,  is 
entering  a  new  era  (see  page  61). 

Blurred  lines 

During  the  peak  of  hiv,  the  arguments  for  compulsory  licens¬ 
ing  were  strong,  for  drugs  should  be  made  as  widely  available 
as  possible  during  an  epidemic  to  prevent  it  from  spreading. 
But  compulsory  licensing  also  discourages  innovation,  and 
will  do  so  increasingly  as  emerging  markets  make  a  bigger  con¬ 
tribution  to  pharmaceutical  company  revenues.  What  is  more, 
as  such  countries  get  more  prosperous,  so  their  elites  get  richer; 
and  it  is  not  obvious  that  poor  Americans  should  subsidise 
drugs  for  rich  Indians. 

Today’s  problem  is  different-a  steady  wave  of  the  diseases 
that  come  with  age,  not  an  out-of-control  virus.  It  requires  a  tai¬ 
lored  economic  medicine.  By  varying  their  prices  more- 
charging  Americans  and  Britons  more  than  Africans-firms 
can  pep  up  their  profits  at  the  same  time  as  expanding  their 
markets,  making  both  shareholders  and  the  sick  better  off. 
Some  companies  are  trying  this.  Roche,  a  Swiss  company,  has 
created  new  brands  and  packaging  for  lower-priced  drugs  in 
India  and  Egypt. 

But  there  are  risks  to  so-called  “tiered  pricing”.  People  may 
buy  drugs  in  low-price  countries  and  sell  them  at  a  profit  in 
high-price  ones.  Finer  pricing  therefore  needs  to  be  helped  by 
stronger  rules  to  prevent  ip  being  removed  by  law,  or  under¬ 
mined  by  illegal  trade.  That  is  why,  although  America  leans  too 
far  towards  the  drug  companies,  it  is  pushing  in  the  right  direc¬ 
tion  in  the  tpp.  More  compulsory  licensing  is  not  in  the  inter¬ 
ests  of  the  world’s  sick;  protection  for  drugs  patents  is.  ■ 
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Controversial  Modi 

sir  -  Your  leader  on  Narendra 
Modi,  the  front-runner  to  be 
India’s  next  prime  minister, 
repeated  accusations  that  have 
been  thoroughly  investigated 
and  found  to  be  without  basis 
by  no  less  than  a  Special 
Investigation  Team  (sit) 
appointed  by  the  Indian 
Supreme  Court  (“Would  Modi 
save  India  or  wreck  it?”, 
December  14th). 

You  said  that  Mr  Modi 
refuses  to  atone  for  a  “pogrom” 
against  Muslims  in  Gujarat, 
where  he  is  chief  minister.  But 
what  you  call  a  pogrom  was  in 
fact  a  “communal  riot”  in  2002 
in  which  a  quarter  of  the  peo¬ 
ple  killed  were  Hindus-170  of 
them  from  bullets  fired  by  the 
police.  By  contrast,  the  more 
numerous  1984  killing  of  Sikhs 
after  Indira  Gandhi’s  assassi¬ 
nation  was  indeed  a  pogrom, 
directed  exclusively  at  the 
Sikhs.  With  not  a  single  charge 
against  Mr  Modi  standing  up 
to  the  sit’s  scrutiny,  it  is  absurd 
to  ask  him  to  atone. 

JAGDISH  BHAGWATI 
ARVIND  PANAGARIYA 

Professors  at  Columbia 

University 

New  York 


Talent  in  the  Golden  State 

sir  -  Schumpeter  wrote  about 
“non-compete”  agreements 
that  prevent  talented  people 
from  switching  to  rival  firms, 
and  mentioned  that  California 
has  been  more  reluctant  than 
most  to  recognise  those  types 
of  contracts  (December  14th). 
California’s  aversion  to  non¬ 
compete  clauses  is  actually 
based  on  a  law  from  the  gold- 
rush-era  that  was  written  into 
the  California  Code. 

The  state’s  early  mining 
period  brought  wagon  loads  of 
workers  armed  to  the  teeth 
and  eager  to  make  their  pile.  In 
order  to  thwart  violence,  law¬ 
makers  developed  a  frame¬ 
work  to  settle  disputes  that  let 
employees  easily  walk  away 
from  an  employer  in  order  to 
pursue  their  dreams  of  gold  in 
another  field.  The  law  re¬ 
mained  on  the  books  and 
became  critical  in  the  devel¬ 
opment  of  Silicon  Valley  by 
overturning  non-compete 


agreements  and  allowing  the 
culture  of  talent  mobility  that 
Schumpeter  cited. 

California’s  early  pioneer¬ 
ing  spirit  continues  to  support 
the  quintessential^  Califor¬ 
nian  brand  of  innovation. 
PATRICK  ATWATER 

Pasadena,  California 


Mandela  and  Cuba 

sir-  Your  obituary  of  Nelson 
Mandela  (December  14th) 
rightly  said  that  he  remained 
grateful  to  Fidel  Castro  for  his 
moral  and  military  support  in 
opposing  apartheid  in  South 
Africa.  Yet  the  divergence 
between  the  two  as  presidents 
of  their  countries  was  striking. 

Mandela  espoused  toler¬ 
ance  and  free  enterprise  and 
accepted  only  one  term  in 
power.  During  my  time  in 
Cuba  the  links  with  South 
Africa  were  still  strong.  But 
Mandela  must  have  been 
dismayed  at  the  measures  Mr 
Castro  approved  to  prevent 
ordinary  Cubans  entering 
hundreds  of  tourist  hotels, 
restaurants  and  even  buses  on 
the  island— a  particularly 
Cuban  form  of  apartheid 
designed  to  limit  contacts  with 
foreigners. 

And  in  March  2003,  when 
jail  sentences  of  over  20  years 
were  summarily  imposed  on 
75  of  the  peaceful  Cuban  oppo¬ 
sition,  I  remember  a  senior 
South  African  diplomat  la¬ 
menting  that  “When  we  think 
of  27  years  in  jail,  we  think  of 
Mandela.”  Raul  Castro  has 
now  scrapped  the  hotel  con¬ 
trols  and,  following  interna¬ 
tional  pressure,  released  the  75- 

PAUL  WEBSTER  HARE 

Former  British  ambassador 
to  Cuba 

Boston  University 


Neighbourly  relations 

sir  -  Your  article  “A  storm  in 
Hispaniola”  (December  7th) 
used  selective  evidence.  “Crit¬ 
ics”  may  find  our  Constitution¬ 
al  Court’s  ruling  on  nationality 
a  “legal  atrocity”.  But  all  it  does 
is  implement  our  laws,  in  place 
since  1929,  together  with  the 
1939  Agreement  on  Migration 
between  the  Dominican  Re¬ 
public  and  Haiti,  which  says 
that  all  Haitian  descendants  in 


the  Dominican  Republic  are 
Haitians,  as  provided  for  in 
their  constitution.  Thus,  Hai¬ 
tian  descendants  cannot  be 
stateless,  unless  their  own 
government  fails  to  provide 
documentation. 

It  is  in  Dominican  hospitals 
where  Haitians  give  birth  to 
their  babies:  18%  of  our  health 
budget  covers  their  needs.  It  is 
in  Dominican  public  schools 
that  Haitians  educate  their 
children,  as  most  Haitian 
schools  are  private.  And  the 
Dominican  Republic  generates 
more  jobs  for  Haitians  outside 
Haiti  than  the  rest  of  the  Carib¬ 
bean,  where  Haitians  should 
circulate  freely. 

Thanks  to  the  recent  ruling, 
all  undocumented  migrants 
are  getting  residency  cards, 
including  their  24,392  de¬ 
scendants  from  117  different 
national  origins,  as  identified 
by  the  Central  Electoral  Board. 
These  are  the  real  numbers, 
not  the  “ten  times  as  many” 
your  article  alludes  to  without 
sources.  Of  these,  13,672  are 
Haitian  descendants.  None  of 
the  other  116  nationalities  are 
objecting. 

Haitians  in  Haiti,  mean¬ 
while,  suffer  from  long-stand¬ 
ing  difficulties  for  obtaining 
birth  certificates,  identity 
cards,  voter-registration  cards 
and  passports,  which,  when 
issued,  cost  in  excess  of  $500 
altogether.  No  wonder  elec¬ 
tions  in  Haiti  are  decided  by 
just  12%  of  the  voting-age 
population. 

FEDERICO  ALBERTO  CUELLO  CAMILO 
Ambassador  of  the  Dominican 
Republic 
London 


Non-intellectual  property 

s  1 R  -  As  an  engineer  and 
occasional  inventor  I  was 
exposed  to  America’s  patent 
system  for  my  entire  career 
(“Trolls  on  the  hill”,  December 
7th).  The  root  cause  of  the 
abuse  of  the  system  (other 
than  the  greed  of  some  law¬ 
yers)  is  that  patents  are  granted 
far  too  easily.  I  hold  a  dozen 
patents,  generated  at  the  be¬ 
hest  of  my  employers.  Only 
one  or  two  of  them  actually 
deserve  protection  as  original 
invention.  All  the  others,  and 
the  vast  majority  of  patents 


that  I  have  read  over  my  career, 
give  protection  to  ideas  that, 
though  novel,  have  no 
inventive  character,  but  are 
merely  the  sensible  demon¬ 
stration  of  common  sense  and 
engineering  skill. 

It  is  the  same  phenomenon 
as  grade  inflation  in  schools;  a 
system  that  exalts  anything 
better  than  average  is  destined, 
in  time,  to  lower  the  average. 
HANS  MATTES 
Santa  Rosa,  California 


Feeding  the  world 

sir  - 1  agree  with  your  conclu¬ 
sion  about  the  potential  of 
genetically  modified  crops  to 
combat  poverty  (“Fields  of 
beaten  gold”,  December  7th). 
The  un  Food  and  Agriculture 
Organisation’s  study  a  few 
years  ago  showed  that  organic 
farming  can  feed  the  world’s 
population,  but  that  is  not 
feasible  at  a  reasonable  eco¬ 
nomic  and  environmental  cost 
because  of  the  large  amount  of 
land  required. 

The  broader  point  is  that 
proponents  of  conventional 
and  organic  agriculture  can 
learn  from  each  other;  the  fact 
that  they  don’t  is  a  problem  for 
a  future  sustainable  food 
supply.  Organic  agriculture  is 
not  static.  It  has  developed 
over  the  years  through  scientif¬ 
ic  work  and  practical  trial  and 
error.  Conventional  agricul¬ 
ture  can  learn  from  the  inte¬ 
grated  circulation  of  natural 
resources. 

JAN  BJERNINGER 
Saltsjobaden,  Sweden 


Colonic  irritation 

sir  -  Your  list  of  books  of  the 
year  (December  7th)  left  me 
wondering  when  exactly,  in 
the  history  of  book  publishing, 
did  it  become  mandatory  for 
all  non-fiction  titles  to  include 
a  colon  and  a  subtitle? 

JOHN  HANSON 

Cambridge,  Massachusetts  ■ 
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Buried  like  kings 

With  its  black  horses  and  cortege,  the 
funeralof  Danny  Woollard,  a  gangsterfrom 
London's  East  End,  was  typically  Cockney. 
But,  as  this  video  shows,  his  lavish  send-off 
was  emblematic  of  a  culture  thatis  being 
displaced  by  mass  immigration 


Down  to  earth 

The  new  biopic  about  Nelson  Mandela, 
starring  Idris  Elba,  is  less  a  long  walk  to 
freedom  and  more  a  short  sprint— or  even  a 
triple  jump,  leaping  from  event  to  event. 
Despite  the  scale  of  its  task,  the  resultis 
briskly  paced  and  historically  important 


The  Babbage  awards 

Many  new  scientific  ideas  begin  as  flights  of 
fancy  pursued  by  people  curious  about  how 
things— often  apparently  inconsequential 
things— work.  Yet  even  if  most  fanciful 
endeavours  remain  just  that,  their 
weirdness  may  merit  prizes.  We  supply  them 
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Development:  Meat  and  greens 

Research  shows  thatthe  livestock 
business  uses  an  unduly  large  share 
of  the  world's  resources.  But  reformation, 
rather  than  rejection,  is  the  way  forward 
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Religion:  A  thinker  for  troubled  times 

Augustine  of  Hippo,  a  north  African 
philosopher-saint,  can  be  seen  not 
as  a  beacon  of  civilisation  butas  a  chronicler 
of  chaos— and  so  should  be  read  today 


Middle  East:  Row  harder,  Rohani 

Though  many Iraniansagree that 
things  are  looking  brighter  after  five 
months  of  Hassan  Rohani's  presidency,  for 
two  prisoners  in  Tehran,  hopes  are  dimming 
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Thefightoverthe  Doves 


"Developing  countries  can  get  better  and 
countries  in  crisis  want  to  get  back  on  their 
feet.  Hardship  gives  meaning.  But  the  French 
middle  classes  are  neither  here  nor  there. 

They 're  just  in  some  dull,  grey  area.  I  suspect  it 
is  the  same  for  the  British  and  Germans.  They 
just  have  fewer  philosophers  to  express  it  for 
them. "-On  "Bleak chic",  Dec 21st  2013 

Follow  us@TheEconomist 

Links  to  all  these  stories 
can  be  found  at: 
economist.com/dh48 
or  by  scanning  this  code 

To  subscribe  go  to 
econ.st/Sb6Prb 


The 

Economist!  Events 


I  WANT  IT  HERE 


I  WANT  IT  NOW 


WANT  IT  FOR  ME 


I  AM  A  CONSUMER 
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Ministry 
of  Defence 


Ref:  1001 6 


An  Important  independent  public  body  is  being  set  up  to  monitor  MOD 
contracts  awarded  without  competition.  These  include  multi-billion  pound 
contracts  for  cutting-edge  equipment  such  as  nuclear  submarines  and  fighter 
aircraft.  Our  Armed  Forces  depend  on  this  equipment  when  defending  the 
UK's  interests,  and  we  must  make  the  most  of  every  pound  we  spend  on  single 
source  contracts,  currently  £6  billion  annually. 

The  aims  of  the  Single  Source  Regulations  Office  (SSRO)  are  to  get  value  for  money 
on  defence  procurement  contracts  whilst  also  ensuring  a  fair  and  reasonable 
return.  Defence  contributes  to  the  UK  manufacturing  and  exports,  and  an 
efficient  and  thriving  sector  benefits  defence  and  the  UK. The  SSRO  will  set 
pricing  and  transparency  rules  to  mitigate  for  missing  market  pressures, 
make  binding  financial  adjustments  to  ensure  fair  and  reasonable  prices, 
and  recommend  the  profit  rates  to  use  in  pricing. 

You  will  set  up  this  new  organisation  as  a  strong  independent  body  respected 
across  Government  and  major  suppliers.  You  will  appoint  Board  members,  and 
will  be  supported  by  approximately  30  staff.  We  are  looking  for  a  leader  with 

A  Force  for  Good. 

www.civilianjobs.mod.uk 


demonstrable  ability  at  Board  level,  with  effective  decision  making  skills  in  a 
complex  business  or  regulatory  environment.  You  will  have  proven  strategic 
communication  skills,  including  the  ability  to  create  consensus  through  active 
debate  and  logical  argument  in  a  challenging  environment,  and  effectively 
managing  conflict  resolution. 

We  value  and  promote  diversity  and  are  committed  to  equality  of  opportunity 
for  all  and  appointments  will  be  made  on  merit  following  an  open,  fair  and 
transparent  competition. 

Please  contact  the  DBS  Civilian  HR  department  on 
DBSCivHR-NONSTANDARDAPPTS@mod.uk 

Closing  date:  13  January  2014. 

Interviews:  Start  w/c  17  February  2014. 

The  MOD  is  an  Equal  Opportunities  employer  and  seeks  to  reflect  the 
diverse  community  it  serves.  Applications  are  welcome  from  anyone 
who  meets  the  stated  requirements. 
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we  let  you  loose 
on  a  client  project? 
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your  coat  ofk 
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compelling  economics 


From  day  one  you  will  be  working  with  one  of  the  teams 
that  make  us  a  leading  economics  consultancy,  from  our 
offices  in  Oxford,  Berlin,  Brussels  or  London. 

You’ll  be  asked  your  opinions  and  challenged  intellectually: 
to  push  the  boundaries  of  your  and  our  thinking. 

Why?  So  we  can  continue  to  advise  governments, 
lawyers,  regulators  and  companies  as  we  have  done  for 
over  30  years,  through  the  quality  of  our  thinking,  our 
appetite  for  innovation,  our  understanding  of  the  broader 
context  of  every  issue,  and  the  conviction  of 
our  presentation. 

We  believe  that  making  a  difference  is  also  about  how  we 
behave.  So,  besides  our  high  expectations,  you’ll  find  an 
open  and  supportive  culture.  You’ll  discover  the  little  things 
that  make  it  rewarding  to  work  here:  like  the  diversity  of  our 
people  and  clients,  the  Oxera  Academy,  and  our  focus  on 
wellbeing  and  giving  something  back  to  our  community. 

If  this  all  makes  sense  to  you,  take  this  opportunity  to  join 
us  to  drive  further  success  and  your  own  career. 

Apply  online  today  at 

oxera. comAA/orkingAA/ith-Us/Join-Us.aspx. 
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Jl  UNITED  NATIONS 
UNIVERSITY 

DIRECTOR  (D-1) 

The  United  Nations  University  (UNU)  is  searching  for  an  entrepreneurial 
director  for  the  complete  renewal  of  the  International  Institute  for 
Software  Technology  (UNU-IIST),  located  in  Macao,  SAR,  China. 

This  director  will  set  the  vision  and  hire  the  staff  to  build  an  ambitious  and 
cutting-edge,  multidisciplinary  research  programme  to  address  key 
challenges  faced  by  developing  societies  through  high-impact 
innovations  in  computing  and  information  technologies.  We  are  looking 
for  a  dynamic  individual  with  deep  experience  in  ICTs  for  sustainable 
development  who  can  recruit  and  lead  a  world-class  team  of 
researchers. 

Qualifications:  A  Ph.D.  in  computer  science  or  a  related  discipline. 

Experience:  Strong  international  research  background  and 

publications  in  an  area  of  particular  relevance  to  developing  societies 
such  as  health,  education,  agriculture,  disaster  management,  and 
livelihoods.  A  reputation  for  visionary  leadership  in  an  academic  or 
research  institution  with  the  ability  to  renew  UNU-IIST  and  to  recruit  and 
lead  a  dynamic  team  of  world-class  researchers. 

Candidates  should  possess  excellent  communication  skills  with  fluency 
in  English.  Knowledge  of  other  UN  official  languages  is  desirable. 

Applications  from  suitably  qualified  women  candidates  are  particularly 
encouraged. 

CLOSING  DATE:  15  JANUARY  2014 

Please  visit  http://unu.edu/about/hr  for  the  full  job  descriptions, 
requirements  and  application  procedures.  Application  by  email  is  highly 
encouraged. 


Chief  Economist 

Economics  and  Research  Department 

The  Chief  Economist  reports  to  the  Vice-President,  Knowledge  Management 

and  Sustainable  Development,  and  is  responsible  for: 

•  leading  the  planning,  implementation,  and  supervision  of  the  department's 
vision,  strategy,  and  work  plan  in  support  of  ADB's  goals; 

•  promoting  research  on  economic  development  issues  of  short-,  medium-, 
and  long-term  relevance  to  Asia  and  the  Pacific  region,  including  areas  of 
strategic  concern  to  ADB; 

•  overseeing  and  actively  participating  in  the  dissemination  of  ADB's  major 
publications  prepared  by  Economics  and  Research  Department;  and 

•  acting  as  ADB's  chief  spokesperson  on  development  issues  of  critical 
importance  to  the  region. 

We  seek  candidates  who  have: 

•  a  university  degree  in  economics,  finance,  public/business  administration,  or 
related  fields;  peferably  at  postgraduate  level  or  its  equivalent; 

•  at  least  1 5  years  of  relevant  experience,  with  an  excellent  track  record  of 
economic  research  and  publications  in  internationally  referred  journals;  and 

•  established  reputation  in  international  academic  circles  and  ability  to 
promote  ADB's  role  as  a  regional  leader  in  development. 

To  apply,  visit  www.adb.org/careers/adb-hr-1 3-081 5 

Deadline  for  applications  is  on  17  January  2014. 


Hospital  CEO/Administrator 

for 

UAE-Abu  Dhabi  Hospital 


The  CEO /Administrator  will  be  responsible  for  planning, 
managing  and  directing  the  overall  operations  of  a  new  Hospital 
based  in  Abu  Dhabi.  The  appointed  person  must  ensure 
attainment  of  strategic  objectives  and  the  delivery  of  quality 
health  care  services  while  developing  and  managing  the  budget 
for  the  hospital. 

Qualifications 

Education:  Bachelor's  degree  in  healthcare  administration,  business  S 
administration,  finance,  or  clinical  specialty.  Masters  degree  in  § 
healthcare  administration,  business  administration,  or  clinical  I 
specialty  preferred.  Equivalent  combination  of  education,  training,  1 
and  experience  may  substitute  for  education  requirements. 

Experience:  Minimum  five  years  experience  in  healthcare 
administration  /  management  with  experience  in  facility  operations 
management,  personnel  management,  and/or  finance.  Minimum 
of  two  years  experience  at  Administrator  level  preferred. 

Salary: 

Excellent  relocation  package 

Please  forward  your  CVs  to  jobs@adpuk.org 

Interviews  are  expected  to  take  place  during  the  period 

13-1 7  January  2014.  \ 


Executive  Director 

pasgr.org 

PARTNERSHIP  FOR  AFRICAN  SOCIAL 
^GOVERNANCE  RESEARCH 

PASGR  is  a  not-for-profit  organisation  based  in  Nairobi,  aimed  at  strengthening  African 
political  and  social  science  research  and  the  teaching  of  social  science  research  and  public 
policy  in  African  higher  education  institutions. 

The  Executive  Director  provides  vision,  leadership  and  direction  to  the  programme 
of  PASGR.  S/he  has  ultimate  responsibility  for  ensuring  the  achievement  of  strategic 
objectives  and  operational  goals  by  providing  leadership  to  the  staff  in  all  professional, 
financial  and  administrative  activities. 

The  ideal  candidate  will  need: 

•  A  record  of  leadership  and  distinguished  achievement  internationally  that  demonstrates 
the  ability  to  develop  and  implement  innovative  programmes  in  academia  and  /  or 
research; 

•  Extensive  management  and  strategic  leadership  experience; 

•  International  credibility  in  one  or  more  of  PASGR’s  three  areas  of  programme  activities 
-  higher  education,  professional  development  training  and  policy-oriented  research  in 
Africa; 

•  Experience  in  fundraising  in  an  international  development  context; 

•  Exceptional  English  language  communication  skills  -  verbally  and  through  written 
materials.  A  command  of  French  and/or  Portuguese  would  be  an  asset. 

PASGR  is  an  equal  opportunity  employer  and  citizens  of  any  African  country  are  especially 
encouraged  to  apply. 

To  apply  for  this  post,  please  complete  our  online  application  form  and  send  a  CV 
and  cover  letter  to  Hazel  Douglas  (Lead  Consultant)  /  Simon  Neill  (Administrator)  of 
Oxford  HR  Consultants  at:  ed-pasgr@oxfordhr.co.uk 

Closing  Date:  15th  January  2014.  Shortlisted  candidates  will  be  invited  to  final 
interviews  with  PASGR  between  17th  and  28th  Feb,  2014. 

For  full  details  and  how  to  apply,  please  visit: 

http://oxfordhr.co.uk/vacancies/executive-director/ 
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BANK  FOR  INTERNATIONAL  SETTLEMENTS 


The  Bank  for 
International 
Settlements  is 
a  global  forum 
for  monetary 
and  financial 
cooperation  and 
a  bank  for  central 
banks 

To  find  out 
more  about  this 
opportunity  and  to 
submit  your  CV  (in 
English),  please  visit 
www.bis.org/careers 


Deadline  for 
applications  is 

15  January  2014 


Research  Analyst 

Basel,  Switzerland 

The  BIS  seeks  a  Research  Analyst  to  join  its  Monetary  and 
Economic  Department.  A  master's  graduate,  you  will  have  a 
strong  track  record  in  statistical  data  collection  and  processing. 
You  also  have  a  sound  knowledge  of  financial  markets, 
and  ideally  have  experience  working  in  a  central  bank  or 
international  financial  institution.  Fluency  in  English  is  essential. 

Join  us  and  put  your  expertise  to  work  in  collecting  and 
analysing  data  from  central  banks  and  super  visory  authorities 
worldwide.  You  will  be  involved  in  the  processing,  quality 
control  and  aggregation  of  data  for  both  BIS  research  and  for 
the  Basel-based  international  committees. 

We  would  like  to  meet  candidates  with  previous  exposure 
to  financial  statistics  and  applied  econometrics.  We  offer 
competitive  conditions  of  employment  and  the  chance  to  work 
in  an  international  environment  alongside  colleagues  from 
more  than  50  countries.  The  BIS  is  an  equal  opportunities 
employer. 

Supporting  global  monetary  and  financial  stability 


EUROPEAN  CENTRAL  BANK 


EUROSYSTEM 


VACANCIES  AT  THE  EUROPEAN  CENTRAL  BANK 

The  European  Central  Bank  together  with  the  national  central  banks  constitute 
the  Eurosystem,  the  central  banking  system  of  the  euro  area.  The  main  objective 
of  the  Eurosystem  is  to  maintain  price  stability  and  to  safeguard  the  value  of  the 
euro.  In  addition,  the  ECB  is  preparing  to  take  on  new  banking  supervision 
tasks  as  part  of  a  single  supervisory  mechanism.  This  new  supervisory  system 
is  aimed  at  helping  to  restore  confidence  in  the  banking  system  within  the 
European  Union  (EU). 

The  European  Central  Bank  is  hiring  for  managerial,  professional  and 
administrative  positions.  In  particular,  the  following  positions  are  currently  open: 

•  Heads  and  Deputy  Heads  of  Division 

in  the  Directorates  General  Micro-Prudential  Supervision 

•  Principal  Supervisors,  Supervisors  and  Analysts 

in  the  Directorates  General  Micro-Prudential  Supervision 

•  Head  of  Macro-Financial  Policies  Division 

in  the  Directorate  General  Macro-Prudential  Policy  and  Financial  Stability 

In  addition,  several  other  vacancies  in  the  areas  of  Legal  Services,  Statistics, 
Administration  and  Audit  are  open.  Further  vacancies  will  open  at  the  beginning 
of  201 4. 

We  are  looking  for  highly  competent  Europeans  with  a  strong  sense  of  integrity 
and  team  spirit,  and  an  intrinsic  motivation  to  work  for  Europe.  We  offer 
a  dynamic,  multicultural  work  environment,  ample  opportunities  for  professional 
and  personal  development,  and  a  competitive  remuneration  package. 
To  further  enhance  the  diversity  of  our  workforce,  the  ECB  particularly  encourages 
applications  from  female  candidates  for  managerial  positions. 

Interested?  Visit  our  job  opportunities  page  at:  www.ecb.europa.eu/ecb/jobs 


Chief  Executive  Officer 

INSIGHT  (Centre  for  Data  Analytics)  is  seeking  an 
exceptional  leader  to  be  appointed  as  their  Chief  Executive 
Officer. 

With  funding  of  €88m,  INSIGHT  is  Ireland's  leading 
research  centre  for  the  study  of  Data  Analytics.  In  a  joint 
initiative  between  DCU,  NUI  Galway,  UCC  and  UCD, 
INSIGHT  brings  together  more  than  200  researchers  and 
30  industry  partners,  to  position  Ireland  at  the  heart  of 
global  data  analytics  research. 

Established  by  Science  Foundation  Ireland,  INSIGHT 
focuses  on  new  ways  to  capture  and  understand  data  from 
the  world  around  us,  making  better  decisions  for  people, 
communities  and  industry,  and  creating  a  more  informed 
society  in  a  healthier,  more  productive  world. 

INSIGHT  works  with  national  and  international  industry 
partners  to  develop  solutions  in  ‘big  data’,  focusing  on  the 
semantic  web,  sensors  and  the  sensor  web,  social  network 
analysis  and  connected  health. 

The  ideal  candidate  will  have  significant  international 
experience  in  leadership  and  operational  management.  S/ 
he  will  combine  a  strong  track  record  of  achievement  in 
research,  technology  and  development.  Experience  in 
driving  successful  research  and  development  programmes 
at  a  senior  level  in  industry  and  academia  is  essential.  S/he 
will  be  an  excellent  communicator  with  the  ability  to  foster 
strong  stakeholder  relationships  with  academics,  senior 
Government  officials,  and  global  industry  leaders. 

For  full  details  on  the  role  and  the  application  process 
please  contact  Dr  Seamus  McGardle,  MD  SRI  Executive 
Search,  email:  CEO-INSIGHT@sri-executive.com  ,  telephone 
+353  1  6479203,  www.sri-executive.com.  Closing  date  for 
applications  is  Friday  the  31st  of  January  2014. 

INSIGHT  is  an  equal  opportunity  employer.  It  fosters  a 
multicultural  work  environment  that  values  gender 
equality,  teamwork,  and  respect  for  diversity.  Women  are 
encouraged  to  apply. 


NUI  Galway 

OE  Gaillimh 


University  College  Cork,  Ireland 

Col&ste  na  hOllscoile  Corcalgh 
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MONTELIMAR,  PARIS  AN  D  TH  E  HAGU  E 

Parties  of  the  nationalist  right  are  changing  the  terms  of  European  political  debate. 
That  does  not  guarantee  them  lasting  electoral  success 


Turning  right 


IN  A  cafe  on  a  tree-lined  boulevard  in 
Montelimar,  a  southern  French  town 
best-known  for  its  sticky  nougat,  Julien  Ro- 
chedy  is  working  on  his  speech.  Young, 
fashionably  bearded  and  sporting  both  a 
well-cut  suit  and  a  braided  black  bracelet, 
he  might  be  finalising  a  business  presenta¬ 
tion,  or  the  launch  of  a  fashion  brand.  In 
fact,  Mr  Rochedy  is  preparing  for  a  public 
meeting  of  the  National  Front,  the  right- 
wing  party  led  by  Marine  Le  Pen. 

The  National  Front  (fn)  has  no  local  of¬ 
fice  in  Montelimar,  nor  any  historical  hold 
here.  The  town’s  narrow  streets  carry  no 
posters  for  the  evening’s  meeting.  But  in 
France’s  2012  presidential  election,  Ms  Le 
Pen  grabbed  21%  of  Montelimar’s  first- 
round  vote-more  than  she  did  nation¬ 
wide.  So  the  fn  is  fielding  Mr  Rochedy  as  a 
candidate  in  the  mayoral  elections  to  be 
held  in  March.  “I’ve  come  here  a  bit  like  a 
missionary,”  he  says  cheerfully.  That  eve¬ 
ning  a  few  hundred  people  turn  out,  curi¬ 
ous  to  hear  Mr  Rochedy  and  his  star  guest, 
Marion  Marechal-Le  Pen,  the  24-year-old 
niece  of  the  party  leader  and  one  of  the 
fn’s  two  deputies  in  parliament. 

Mr  Rochedy,  author  of  a  book  on  the 
decadence  of  the  West  and  admirer  of 
Nietzsche,  is  part  of  a  phalanx  of  young 
candidates  recruited  to  become  the  new 
face  of  the  fn.  Under  Ms  Le  Pen’s  thuggish 


father,  Jean-Marie  Le  Pen,  the  party  lurked 
reviled  on  the  far  right  of  politics.  For  his 
daughter,  decontaminating  the  brand  is 
part  of  a  programme  which  she  sees  as  pre¬ 
paring  the  party,  in  the  past  always  a  prot¬ 
est  vote,  for  real  power.  Her  anti-elitist, 
anti-Brussels,  anti-immigrant  stance  is 
playing  well  with  a  significant  fraction  of 
her  countrymen-as  are  similar  messages 
from  charismatic  right-wing  insurgents 
across  the  continent. 

The  voice  of  the  people 

In  May  voters  across  the  28-member  Euro¬ 
pean  Union  will  elect  751  deputies  to  the 
European  Parliament.  Polls  suggest  that  the 
fn  could  win  a  plurality  of  the  votes  in 
France.  The  United  Kingdom  Indepen¬ 
dence  Party  (ukip)  has  similarly  high 
hopes,  as  does  the  Freedom  Party  (pvv)  in 
the  Netherlands.  Anti-EU  populists  of  the 
left  and  right  could  take  between  16%  and 
25%  of  the  parliament’s  seats,  up  from  12% 
today.  Many  of  those  votes  will  go  to  estab¬ 
lished  parties  of  the  Eurosceptic  left.  But 
those  of  the  right  and  far  right  might  take 
about  9%.  And  it  is  they,  not  the  parties  of 
the  left,  who  are  scaring  the  mainstream. 

The  response  of  the  political  establish¬ 
ment  to  a  tide  of  anti-European  populism 
which  draws  on  anti-immigrant  feeling 
and  antipathy  towards  Islam  has  mostly 


been  to  evoke  the  1930s  and  hope  for  revul¬ 
sion  to  take  its  course.  “We  should  not  for¬ 
get”,  said  Jose  Manuel  Barroso,  head  of  the 
European  Commission,  “that  in  Europe, 
not  so  many  decades  ago,  we  had  very, 
very  worrying  developments  of  xenopho¬ 
bia  and  racism  and  intolerance.” 

It  is  true  that  some  anti-EU  parties  are 
toxic.  The  most  sinister  is  Golden  Dawn, 
which  holds  18  seats  in  the  Greek  parlia¬ 
ment.  Despite  claiming  to  have  moved  be¬ 
yond  its  neo-Nazi  roots,  the  movement 
uses  a  swastika-like  logo,  plays  the  “Horst 
Wessel  Lied”  at  rallies,  and  puts  its  mem¬ 
bers  through  military-style  training.  Its 
leader,  Nikos  Michaloliakos,  is  in  jail  await¬ 
ing  trial  for  association  with  a  criminal 
gang  after  the  murder  of  a  left-wing  anti¬ 
fascist  rapper. 

Squatting  on  the  borders  of  respectabil¬ 
ity  is  Jobbik,  now  the  third  biggest  party  in 
Hungary’s  parliament.  Like  many  parties 
widely  regarded  as  belonging  to  the  far- 
right,  it  rejects  the  label  in  favour  of  “radi¬ 
cal  nationalist”.  The  party  denies  that  it  is 
racist  or  anti-Semitic;  yet  Marton  Gyon- 
gyosi,  one  of  its  deputies,  declared  a  year 
ago  that  it  was  time  to  draw  up  a  list  of  Jews 
in  parliament  and  government,  on  the 
ground  that  they  represent  a  “certain  na¬ 
tional  security  risk”.  He  later  apologised, 
but  the  damage  was  done. 

To  raise  the  spectre  of  a  return  to  1930s 
fascism,  however,  is  “not  the  right  ques¬ 
tion,”  argues  Catherine  Fieschi,  director  of 
Counterpoint,  a  British  think-tank.  Most  of 
Europe’s  populist  parties  either  have  no 
roots  in  the  far  right  or  have  made  a  con¬ 
scious  and  open  effort  to  distance  them¬ 
selves  from  such  antecedents.  A  better 
question  is  how  far  these  parties  can  use  ►► 
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►  popular  dissatisfaction  to  reshape  Eu¬ 
rope’s  political  debate,  and  whether  they 
can  use  that  influence  to  win  real  power. 

That  they  are  disparate  there  can  be  no 
doubt;  they  vary  hugely  according  to  local 
tastes,  traditions  and  taboos.  Take  the  fn 
and  the  pvv.  Late  last  year  their  leaders, 
Ms  Le  Pen  and  Geert  Wilders,  began  a  po¬ 
litical  courtship  with  an  eye  to  creating  a 
new  parliamentary  group  after  the  Euro¬ 
pean  elections.  But  the  pvv  is  ardent  in  its 
support  for  Israel,  while  the  fn  has  an  anti- 
Semitic  past.  The  pvv  is  in  favour  of  gay 
marriage;  the  fn  marches  against  it.  The 
pvv  sees  Islam  as  a  totalitarian  danger 
around  the  world;  the  fn  frets  not  over  the 
religion’s  basic  tenets  but  only  about  the 
“Islamification”  of  France. 

Elsewhere  some  on  the  populist  right— 
Belgium’s  Vlaams  Belang,  Italy’s  Northern 
League-want  regional  autonomy  within 
the  eu  while  others-UKiP  and  the  Finns 
Party-reject  eu  membership  outright. 
Those  not  stained  by  direct  descent  from  a 
racist  past  distinguish  themselves  from 
those  that  are.  That  is  why  the  fn  does  not 
sit  in  the  Eurosceptic  group  in  the  Euro¬ 
pean  Parliament  that  ukip  and  the  North¬ 
ern  League  belong  to,  and  why  a  deal  be¬ 
tween  the  pvv  and  the  fn  could  herald 
quite  an  institutional  shake-up. 

What  they  all  have  in  common  is  that 
they  are  populist  and  nationalist,  that  they 
have  strong  views  on  the  eu,  immigration 
and  national  sovereignty,  and  that  as  a  re¬ 
sult  they  are  doing  very  well  in  the  polls. 

Swaggering  about 

The  euro-zone  crisis,  and  its  aftermath, 
goes  some  way  to  explaining  why-but  it  is 
far  from  a  complete  answer.  The  populist 
right  is  nowhere  to  be  found  in  austerity- 
battered  Spain  and  Portugal.  But  it  thrives 
in  well-off  Norway,  Finland  and  Austria. 
Between  2005  and  2013,  according  to  calcu¬ 
lations  by  Cas  Mudde,  at  the  University  of 
Georgia,  there  are  almost  as  many  exam¬ 
ples  of  electoral  loss  for  parties  of  the  far 
and  populist  right  (in  Belgium,  Italy  and 
Slovakia,  among  others)  as  there  are  of 
gain  (in  Austria,  Britain,  France,  Hungary, 
the  Netherlands). 

But  if  euro-zone  economics  are  not  a 
full  explanation,  the  crisis  has  been  crucial 
to  setting  the  scene  for  the  potent  new  pair¬ 
ing  of  old  nationalist  rhetoric  with  con¬ 
temporary  Euroscepticism.  Across  Europe 
disillusion  with  the  eu  is  at  an  all-time 
high:  in  2007  52%  of  the  public  said  it  has  a 
positive  image  of  the  eu;  by  2013  the  share 
had  collapsed  to  30%.  The  new  identity 
politics  is  a  way  of  linking  the  problems  of 
Europe  and  those  of  immigration.  It  also 
taps  into  concerns  about  the  way  globali¬ 
sation,  defended  by  the  mainstream  politi¬ 
cal  consensus,  undermines  countries’  abil¬ 
ity  to  defend  their  jobs,  traditions  and 
borders. 

The  parties  play  on  a  nostalgia  for  sim¬ 


pler  times  that  appeals  to  some  older  vot¬ 
ers;  but  their  pitch  also  works  well  with 
younger  voters  for  whom  Europe’s  dark 
past  is  the  stuff  of  history  textbooks,  not 
their  or  their  parents’  experience.  Some  of 
them  are  more  comfortable  voicing  ideas 
that  their  elders  either  reject  or  pass  over  in 
silence;  a  study  of  Facebook  fans  of  popu¬ 
list  parties  by  Demos,  a  British  think-tank, 
found  that  those  aged  16-20  years  were 
twice  as  likely  as  the  over-sos  to  cite  immi¬ 
gration  as  the  reason  for  their  support. 
Fully  55%  of  French  18-  to  24-year-olds  say 
that  they  would  not  rule  out  voting  for  the 
fn,  according  to  a  recent  poll  by  the  Union 
of  Jewish  Students  in  France. 

Young  or  old,  populist  parties  speak  to 
an  electorate  which  Dominique  Reynie,  an 
academic  at  Sciences-Po  in  Paris,  sees  as 
“existentially  destabilised”:  confused  and 
anxious  about  what  they  belong  to,  where 
their  country  is  heading,  and  whether 
their  leaders  can  do  anything  about  it. 
Most  of  these  parties  deny  vigorously  that 
in  giving  these  anxieties  voice  they  are 
merely  acting  as  outlets  for  protest  votes. 
But  protest  is  nevertheless  their  theme. 
“We  want  our  country  back,”  demands 
ukip’s  leader,  Nigel  Farage.  “Less  Europe, 
more  Holland,”  says  Mr  Wilders. 

The  problem  the  populist  parties  face  is 
that  when  this  sort  of  protest  gains  traction 
its  themes  can  quite  easily  be  grabbed  by 
the  mainstream  right.  When  those  parties 
move  towards  the  populists,  the  populists 
risk  getting  swamped  even  as  their  mes¬ 
sages  become  mainstream— or,  if  they  at¬ 
tempt  to  keep  a  radical  edge,  being  forced 
back  on  to  the  fringes.  The  tension  be¬ 
tween  influence  and  power  may  make  the 
parties’  growth  self-limiting. 

Populist  parties  that  make  it  into  na¬ 
tional  parliaments  can  further  their  agen¬ 
das  by  deft  horse-trading.  From  2001  to  2011 
the  Danish  People’s  Party  under  Pia  Kjaers- 
gaard  swapped  parliamentary  support  for 
a  succession  of  centre-right  minority  co¬ 
alitions  for  tighter  legislation  on  immigra¬ 
tion.  They  can  also  hope  to  move  beyond 
single  issues  and  get  into  government.  To 
the  consternation  of  liberal  Scandina¬ 
vians,  Norway’s  nationalist-right  Progress 
Party,  which  secured  16%  of  the  vote  at  re¬ 
cent  parliamentary  elections,  has  been 
welcomed  into  a  minority  coalition  gov¬ 
ernment.  Its  leader,  Siv  Jensen-a  sort  of 
Norwegian  Marine  Le  Pen,  who  talks 
about  the  “rampant  Islamification”  of  Nor- 
way-has  become  the  finance  minister. 

But  even  where  mainstream  parties 
rule  out  alliances,  as  France’s  centre-right 
ump  does  with  the  fn,  the  populist  right 
can  prompt  established  politicians  to 
sound  a  tougher  note,  thereby  legitimising 
some  of  the  thoughts  and  vocabulary  that 
once  belonged  only  to  the  extremes. 

The  best  example  of  how  the  new  na¬ 
tionalism  can  pull  the  political  debate  in  its 
direction  by  getting  others  to  ape  it  is  of- 


I  Naysayers 

Populist  and/or  Eurosceptic  parties  on  the 
right  and  far  right  in  Europe,  2013 


Country 

Party 

Seats  in 
European 
Parliament 

Austria 

Freedom  Party 

•• 

Belgium 

Vlaams  Belang 

Libertarian,  Direct,  Democratic  • 

Britain 

British  National  Party 

Bulgaria 

Attack 

- 

People  for  Real,  Open 
and  United  Democracy 

Croatia 

Croatian  Party  of  Rights 
dr.  AnteStarcevic 

Cyprus 

National  People's  Front 

- 

Denmark 

Danish  People's  Party 

Estonia 

Independence  Party 

- 

Finland 

Finns  Party 

France 

National  Front 

••• 

Germany 

Alternative  for  Germany 

- 

Greece 

Golden  Dawn 

- 

Popular  Orthodox  Rally 

•• 

Hungary 

Jobbik 

Italy 

I  Love  Italy 

Lithuania 

Order  and  Justice 

•• 

Netherlands  Freedom  Party 

•••• 

Reformed  Political  Party 

Norway 

Progress  Party 

- 

Poland 

United  Poland 

•••• 

Romania 

Greater  Romania  Party 

•• 

Slovakia 

Slovak  National  Party 

Sweden 

Sweden  Democrats 

- 

Switzerland 

Swiss  People's  Party 

- 

Source:  European  Parliament;  party  websites;  Wikipedia 


fered  by  ukip.  It  has  ten  seats  in  the  Euro¬ 
pean  Parliament  (one  of  them  Mr  Farage’s) 
but  none  in  Westminster;  it  secured  just  3% 
of  votes  in  the  2010  general  election.  Yet,  as 
Heather  Grabbe  of  the  Open  Society 
think-tank  in  Brussels  points  out,  good  poll 
numbers  and  impressive  showings  in  by- 
elections  have  been  enough  to  give  its 
views  potency,  strengthening  the  hands  of 
hardline  Eurosceptics  in  the  Conservative 
Party.  As  a  result  David  Cameron,  the  Con¬ 
servative  prime  minister,  has  promised  a 
referendum  on  British  membership  of  the 
eu.  He  also  sounds  an  increasingly  hard¬ 
line  note  on  immigration  from  the  eu,  and 
on  the  need  to  clamp  down  on  “welfare 
tourism”.  The  opposition  Labour  Party,  re¬ 
laxed  in  the  past  about  open  borders,  now 
promises  to  be  tougher,  too. 

This  success  is  largely  Mr  Farage’s.  His 
canny  deployment  of  saloon-bar  blokeish- 
ness  as  common  sense  is  the  most  potent 
tool  of  a  party  which  lacks  any  strength-in¬ 
depth  and  is  prone  to  chaotic  squabbling 
behind  the  scenes.  His  importance  is  typi¬ 
cal  of  the  populist  parties’  heavy  reliance 
on  one-man  brands. 

Mr  Wilders  in  the  Netherlands  is  the  ►► 
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►  best  example.  With  his  distinctive  thick  sil¬ 
ver  mane,  he  is  not  just  the  face  of  the  pvv: 
he  is  (rather  oddly)  its  only  registered 
member.  In  the  ten  years  since  he  founded 
the  party  he  has  consistently  courted  con¬ 
troversy,  calling  Islam  “a  totalitarian  reli¬ 
gion”  and  the  Koran  “a  fascist  book”.  In 
2on  he  was  acquitted  on  a  charge  of  incite¬ 
ment  to  racial  hatred;  he  is  himself  un¬ 
doubtedly  hated  by  some,  to  the  extent 
that  he  has  a  permanent  security  detail 
and  unusually  strict  procedures  for  visi¬ 
tors.  In  the  corridor  outside  his  parliamen¬ 
tary  office,  two  bodyguards  sit  on  a  black- 
leather  sofa  next  to  a  potted  plant;  a  poster 
of  Margaret  Thatcher  hangs  on  the  wall. 

Mr  Wilders  exudes  a  focused  self-confi¬ 
dence,  sensing  what  he  calls  an  “historical 
moment”:  “I  really  believe  that  our  genera¬ 
tion  of  politicians  can  for  the  first  time 
make  a  differenceand  get  back  what  be¬ 
longs  to  us,  which  is  national  sovereignty.” 
Today,  the  pvv  has  15  seats  in  the  150-seat 
lower  house  of  parliament,  with  a  suite  of 
offices  there,  and  ten  in  the  75-seat  Senate. 
Mr  Wilders  successfully  used  his  party’s 
votes  to  back,  and  then  let  fall,  a  minority 
centre-right  coalition  government,  and  to 
secure  a  clamp  down  on  immigration  and 
asylum-seeking.  Now  he  hopes  to  go  fur¬ 
ther.  “I  think  we  have  really  the  best 
chances  of  becoming  the  main  party  in  the 
Netherlands,”  he  breezily  declares. 

Mr  Wilders  keeps  a  tight  grip  on  party 
ideology— his  blog  and  Twitter  account  are 
the  party’s  most  direct  way  of  communi¬ 
cating  policy.  And  he  is  in  complete  control 
of  its  strategy.  Thus  the  decision  to  invite 
Ms  Le  Pen  to  visit  The  Hague  was  his 
alone-and  not,  it  seems,  an  easy  one.  A  Zi¬ 
onist,  Mr  Wilders  says  that  in  the  past  he 
had  considered  it  too  big  a  risk  to  reach  out 
to  the  fn,  “and  maybe  it  still  is”.  But  having 
heard  Ms  Le  Pen  disown  her  father’s 
views— Jean-Marie  Le  Pen  once  referred  to 
the  Holocaust  as  a  “detail”  of  history-he  is 
taking  her  at  her  word. 

Though  this  highly  personalised  form 
of  politics  has  worked  well  so  far,  it  hardly 
looks  sustainable  in  the  long  term.  The 
pvv  has  suffered  several  defections;  two 
prominent  ex-policemen  who  were 
among  the  ppv’s  most  visible  and  charis¬ 
matic  members  of  parliament  said  that 
they  had  had  enough  of  Mr  Wilders’s  auto¬ 
cratic  style.  If  popular  parties  are  to  survive 
their  founders  they  need  more  conven¬ 
tional  structures. 

Ms  Le  Pen-who,  like  Mr  Wilders,  oozes 
confidence— is  setting  about  doing  just 
that.  Like  Mr  Farage,  she  has  little  by  way  of 
an  elected  power  base;  the  fn  has  only 
two  deputies  in  the  French  parliament, 
and  controls  not  a  single  town  in  France. 
Yet  she  has  both  the  governing  French  So¬ 
cialists  and  the  opposition  centre-right  on 
the  run.  She  is  building  on  strength  in  the 
once-Communist  industrial  north,  but 
also  making  a  new  push  in  southern 


towns  like  Montelimar— in  October  the  fn 
won  a  stunning  by-election  victory  in  Brig- 
noles,  not  that  far  away.  Ms  Le  Pen’s  ambi¬ 
tion,  she  says  with  a  wide  grin,  is  to  be  “at 
the  Elysee  in  ten  years’  time”. 

To  “de-demonise”  the  party,  she  has  rid 
it  of  its  jackbooted  types  and  denounced 
Nazism  as  an  “abomination”.  She  rails  not 
against  Muslims  but  “Islamification”, 
drawing  on  deep-seated  secular  French 
principles  to  justify  her  condemnation  of 
religious  expression  in  public  places.  As  a 
45-year-old  divorced  mother  of  teenagers, 
Ms  Le  Pen  gives  the  party  a  more  modern 
feel  by  her  presence  alone.  And  when  she 
speaks,  she  is  heard  by  the  public  at  large, 
not  just  followers  at  rallies.  Whereas  her  fa¬ 
ther  was  treated  by  the  media  as  a  pariah, 
she  is  a  frequent  guest  on  news  shows. 
“The  image,  or  the  caricature,  of  a  move¬ 
ment  of  violent  macho  men  has  complete¬ 
ly  disappeared,”  she  insists. 

Perfect  perishers 

The  quest  for  respectability  has  been  un¬ 
even.  Ms  Le  Pen  rejects  outright  the  sugges¬ 
tion  that  there  is  anything  racist  about  the 
party  today.  Yet  the  fn  recently  had  to  sus¬ 
pend  one  of  its  municipal  candidates  for 
posting  a  photomontage  of  Christiane  Tau- 
bira,  the  black  justice  minister,  next  to  that 
of  a  monkey  on  Facebook.  Ms  Le  Pen  her¬ 
self  once  compared  Muslims  praying  in 
the  French  street  to  the  Nazi  Occupation. 

Her  strategy  also  involves  trying  to 
deepen  party  expertise  in  a  bid  to  earn 
policy  credibility-not  a  voters’  worry  to¬ 
day,  but  possibly  one  tomorrow.  She  has 
recruited  three  graduates  of  the  elite  Ecole 
Nationale  d’ Administration  to  her  team; 
the  fact  that  she  wants  such  enarques,  and 
that  there  are  enarques  happy  to  work  with 
her,  signals  seriousness.  And  she  has  lined 
up  scores  of  young  candidates,  such  as  Mr 
Rochedy  in  Montelimar,  to  stand  at  munic¬ 
ipal  polls.  The  idea  is  to  secure  them  local 


experience  to  prepare  for  bigger  ambitions 
in  the  future. 

Ms  Le  Pen  seeks  to  resolve  the  tension 
between  campaigning  as  an  outsider  and 
aspiring  to  govern  by  insisting  that  she  is 
“not  against  the  system”,  only  the  cosy 
mainstream  consensus:  “The  left  and  the 
right  that  says  the  same”  and  is  in  favour  of 
globalisation  and  the  euro.  Another  way  to 
deal  with  the  tension  is  not  to  move  too 
fast.  Sylvain  Crepon,  at  Nanterre  Universi¬ 
ty,  argues  that  the  fn  would  be  quite  hap¬ 
py  with  limited  electoral  success  this  year: 
enough  progress  to  look  good,  not  so  much 
as  to  end  up  mired  in  the  messy  compro¬ 
mises  the  exercise  of  power  would  bring. 

Ms  Fieschi  at  Counterpoint  argues  that 
the  tension  between  the  moderation  need¬ 
ed  for  power  and  the  outsider  status  that 
attracts  a  dispirited  public  makes  such  par¬ 
ties  “fundamentally  unstable”  in  a  way 
that  limits  their  growth.  As  Matthew 
Goodwin  at  Nottingham  University 
points  out,  Austria’s  Freedom  Party  im¬ 
ploded  after  it  joined  government  in  2000 
because  it  could  not  manage  the  conflict 
between  protest  and  power.  On  this  analy¬ 
sis,  Europe’s  populists  may  be  near  the 
height  of  their  influence.  Were  the  econ¬ 
omy  to  recover  and  unemployment  to 
drop,  their  message  might  fall  on  less  re¬ 
ceptive  ground.  Within  the  European  Par¬ 
liament,  rivalry  between  them  may  thwart 
their  high  hopes  for  influence.  Ms  Le  Pen 
sniffs  that  ukip  “is  a  bit  too  immature”  to 
see  beyond  the  caricature  of  her  party. 

For  the  time  being,  however,  a  battered 
Europe  is  fertile  terrain.  There  is  little  sign 
yet  of  a  sustained  drop  in  joblessness,  nor 
decisive  economic  recovery.  Back  in  the 
Montelimar  cafe,  the  patron  turns  out  to  be 
an  fn  supporter  too.  “We’re  not  a  racist 
party,”  he  insists.  His  grudge,  rather,  is 
against  Europe,  the  euro  and  the  compla¬ 
cent  leaders  who  “got  us  into  this  mess”  in 
the  first  place.  ■ 
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ATLANTA 

Can  American  labour  policies  face  the  challenge  of  long-term  joblessness? 


Unemployment 

Long  time  gone 


THE  budget  deal  that  Republicans  and 
Democrats  cobbled  together  in  Decem¬ 
ber  left  several  pieces  of  business  unfin¬ 
ished.  Among  them  was  the  fate  of  extend¬ 
ed  unemployment-insurance  (ui)  bene¬ 
fits.  First  passed  in  2008  and  extended 
several  times  since,  these  provide  workers 
with  up  to  47  weeks  of  federally  funded 
benefits  after  they  have  drawn  the  maxi¬ 
mum  their  states  allow  (usually  26  weeks). 
America’s  government  has  enacted  such 
measures  in  every  recession  since  1957.  The 
most  recent  extension  expired  on  Decem¬ 
ber  28th,  leaving  roughly  1.3m  Americans 
suddenly  cut  off  and  setting  the  stage  for  a 
huge  political  battle  early  in  2014. 

Republicans  principally  object  to  the 
extension’s  cost-around  $25  billion  over 
the  next  two  years.  Some  point  out  that 
supplemental  ui  benefits  have  been  in 
place  longer  and  paid  out  more  than  in 
past  recessions.  Of  course,  one  reason  for 
this  is  that  a  far  larger  share  of  Americans 
remain  out  of  work  now  than  when  the  re¬ 
cession  began.  In  November  2013  Ameri¬ 
ca’s  unemployment  rate  was  7.0%,  still  a 
full  two  points  higher  than  its  5%  level 
when  the  recession  began  in  December 
2007.  There  remain  roughly  three  appli¬ 
cants  for  every  open  job.  Even  so,  Rand 
Paul,  a  Republican  senator  from  Kentucky 
and  probable  presidential  candidate,  says 
that  extending  ui  benefits  causes  workers 
“to  become  part  of  this  perpetual  unem¬ 
ployed  group  in  our  economy”  and  “actu¬ 


ally  does  a  disservice  to  the  people  you’re 
trying  to  help.” 

Not  extending  benefits  will  probably 
cause  the  unemployment  rate  to  drop. 
North  Carolina  stopped  offering  them  in 
July;  since  then  its  unemployment  rate  has 
fallen  by  15%,  compared  with  a  national 
average  of  0.4%.  But  its  labour  force  also 
shrank  more  than  twice  as  much  as  the  na¬ 
tional  average,  suggesting  that  the  fall  in 
the  jobless  rate  came  not  from  people  get¬ 
ting  hired  but  because  they  left  the  labour 
force  entirely. 

Besides,  unemployment  benefits  do 
not  only  help  the  jobless;  they  also  boost 
aggregate  demand.  Unlike  some  other  eco¬ 
nomic  stimuli,  these  benefits  tend  to  get 
spent  quickly  on  consumer  goods.  The 
Congressional  Budget  Office  found  that  ex¬ 
tending  ui  benefits  to  the  end  of  2014 
would  boost  gdp  by  0.2%  and  increase 
full-time  employment  by  200,000.  So  cut¬ 
ting  benefits,  many  say,  would  cost  jobs. 

Behind  this  debate  lurks  the  darker 
shadow  of  America’s  long-term  unem¬ 
ployed.  In  November  2013  they  comprised 
37.3%  of  the  total  unemployed.  Their  num¬ 
ber  is  much  higher  than  it  was  when  ex¬ 
tended  ui  programmes  ended  in  the  previ¬ 
ous  three  recessions  (see  chart).  According 
to  the  Council  of  Economic  Advisers,  since 
2008  23.9m  Americans  were  out  of  work 
for  long  enough  to  receive  extended  ui 
benefits;  without  an  extension,  next  year 
4.9m  Americans  will  not  receive  benefits 


they  otherwise  would  have  done. 

Some  blame  high  long-term  unemploy¬ 
ment  on  globalisation  for  shifting  low-skill 
jobs  overseas,  or  technology  for  replacing 
them.  Michael  Strain,  an  economist  with 
the  American  Enterprise  Institute,  notes 
that  during  this  recession  firms  have  used 
temporary  lay-offs-in  which  workers  are 
laid  off  for  a  set  period  of  time  and  then  re- 
called-far  less  than  in  previous  recessions. 

But  the  biggest  obstacle  faced  by  the 
long-term  unemployed  may  well  be  un¬ 
employment  itself-a  pattern  known  as 
“scarring”,  where  persistent  unemploy¬ 
ment  itself  stops  them  being  rehired.  A  pa¬ 
per  from  the  Boston  Fed  in  2012  found  that, 
for  people  who  had  been  unemployed  for 
less  than  six  months,  as  the  number  of 
available  jobs  rose,  the  jobless  rate  de¬ 
clined.  For  those  out  of  work  longer  than 
six  months,  however,  vacancies  and  the 
unemployment  rate  both  rose.  When  one 
of  the  paper’s  authors  sent  out  4,800  ficti¬ 
tious  job  applications,  they  found  that  in-  ►► 

I  Still  too  soon  to  stop? 

Unemployment  rate,  % 

Bold  line  indicates  federal  unemployment 
programme  in  place 

Recession  beginning: 

Nov  1973  — -Jull981  Jull990 

Mar  2001  —Dec  2007 
•  End  of  recession 


Years  from  beginning  of  recession 
Source:  Bureau  of  Labour  Statistics 
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I  Busy  doing  nothing 

Long-term  unemployed*  as  %  of  labour  force 
Recessions 


Source:  Bureau  of  Labour  Statistics  'More  than  27  weeks 


►  experienced  but  newly  jobless  workers 
were  far  likelier  to  be  called  back  than  the 
experienced  but  long-unemployed. 

Mr  Obama  has  proposed  several  poli¬ 
cies  aimed  at  helping  the  long-term  unem¬ 
ployed.  One  would  set  up  a  National  Infra¬ 
structure  Bank  and  spend  $40  billion  on 
deferred-maintenance  repairs.  Another, 
the  Community  College  to  Career  Fund 
Act,  would  award  grants  to  educational  in¬ 
stitutions  and  state  and  local  governments 
for  better  job-training  programmes.  Con¬ 
gress  has  not  approved  them.  In  2010  it 
passed  a  payroll-tax  exemption  for  em¬ 
ployers  who  hire  the  unemployed;  this  has 
since  expired. 

America  is  hardly  the  first  country  to 
face  this  problem.  Across  the  European  Un¬ 
ion  in  2012,  the  long-term  unemployed 
comprised  62%  of  the  total  unemployed-a 
far  greater  share  than  in  America,  but 
around  the  same  level  it  was  in  2000.  Few 
European  countries  share  America’s  odd 
aversion  to  active  labour-market  policies. 
Denmark,  for  instance,  keeps  unemploy¬ 
ment  low  with  flexible  labour  laws,  rela¬ 
tively  high  unemployment  benefits  and 
education  and  job  training.  Germany  takes 
much  the  same  approach.  In  2onDenmark 
spent  2.3%  of  its  gdp  on  active  labour-mar¬ 
ket  policies,  compared  with  0.1%  for  the 
United  States.  Among  oecd  countries, 
only  Chile  spent  as  small  a  share  of  gdp  as 
that. 

Yet  there  is  not  much  hope  for  improve¬ 
ment  in  America’s  polarised  and  poison¬ 
ous  political  atmosphere.  Instead,  Con¬ 
gress  will  begin  the  new  year  by  once 
again  debating  ui  benefits.  House  Demo¬ 
crats  have  introduced  legislation  to  extend 
benefits  for  three  months,  paid  for  by  trim¬ 
ming  farm  subsidies.  Harry  Reid,  the  Sen¬ 
ate  majority  leader,  will  try  to  pass  a  retro¬ 
active  extension,  without  offsets,  soon 
after  the  Senate  reconvenes  on  January 
6th,  a  move  Mr  Obama  says  he  supports. 
That  is  essentially  an  election-year  dare: 
Republicans  will  either  have  to  violate  a 
core  principle  and  vote  for  a  measure  that 
will  raise  the  deficit,  or  they  will  have  to 
hand  Democrats  a  cudgel  with  which  to 
thump  them  all  the  way  to  November.  ■ 


The  trade  deficit 

Star-spangled  spenders 


WASHINGTON, DC 

As  Americans  cool  on  imports,  the  current-account  deficit  shrinks 


A  NY  American  who  bought  a  top-of- 
./"\.the-range  Maytag  Maxima  front¬ 
loading  washing  machine  a  few  years 
ago  contributed  in  his  own  small  way  to 
the  country’s  persistent  trade  deficit;  the 
machine  was  made  in  Germany.  Not  so 
anyone  who  has  bought  one  in  the  past 
six  months,  because  Whirlpool,  the 
manufacturer,  has  since  moved  produc¬ 
tion  to  a  plant  in  Clyde,  Ohio. 

That  shift  helps  explain  a  remarkable 
improvement  in  America’s  external 
accounts.  At  the  end  of  2005  the  current- 
account  deficit  reached  6.2%  of  gdp,  the 
sign  of  a  society  living  dangerously 
beyond  its  means.  But  by  the  third  quar¬ 
ter  of  2013  it  had  dropped  to  2.2%,  the 
lowest  since  1998,  a  level  it  could  easily 
sustain  indefinitely. 

The  deficit  has  narrowed,  in  part, 
thanks  to  a  rising  surplus  in  investment 
income  and  growth  in  the  traditional 
surplus  in  services  trade,  such  as  roy¬ 
alties.  But  the  biggest  factor  has  been  the 
deficit  in  trade  in  goods,  which  has 
shrunk  by  2.2%  of  gdp.  In  previous  ex¬ 
pansions  the  deficit  widened  as  the 
domestic  appetite  of  households  and 
businesses  for  foreign-made  stuff  out¬ 
paced  exports.  This  time,  though  exports 
and  imports  both  fell  during  the  reces¬ 
sion,  exports  rebounded  more  strongly, 
exceeding  9%  of  gdp  in  the  third  quarter 
(above  pre-recession  levels),  whereas 
imports  have  stabilised  around  their  pre¬ 
recession  level,  just  below  14%  of  gdp. 

David  Woo,  a  currency  and  bond 
strategist  at  Bank  of  America  Merrill 
Lynch,  thinks  three  distinct  factors  are  at 
work.  One  is  the  surge  in  domestically 
produced  oil  and  gas  from  shale-rock 
formations.  Americans  produced  70%  of 
the  energy  they  consumed  in  2008;  that 
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has  since  risen  to  89%.  Another  factor  is 
demographics.  As  baby-boomers  age 
they  spend  less  on  goods,  many  of  them 
imported,  and  more  on  services,  which 
are  mostly  produced  at  home.  Mr  Woo 
reckons  that  medical  care,  recreation, 
restaurant  meals  and  hotels  now  take  up 
almost  27%  of  household  budgets,  up 
from  25%  six  years  ago. 

Lastly,  American  manufacturers  seem 
to  have  stopped  losing  market  share  at 
home.  They  may  even  be  regaining  it.  The 
proportion  of  domestic  car  sales  held  by 
cars  made  in  America  slid  from  above 
85%  in  the  mid-1990s  to  around  65% 
during  the  recession,  but  it  has  since 
rebounded  to  73%.  And  Mr  Woo  reckons 
that  the  share  of  durable  goods  (exclud-  . 
ing  cars)  consumed  by  American  house¬ 
holds  that  is  accounted  for  by  imports 
has  flattened  since  the  recession  and 
fallen  in  real  terms  (see  chart). 

A  lower  dollar  and  the  rising  cost  of 
foreign  labour  in  China  and  elsewhere 
have  weakened  the  case  for  sending 
American  manufacturing  offshore. 
Whirlpool  cites  higher  transport  costs 
and  improved  American  productivity  as 
the  reasons  for  bringing  production  of 
various  appliances  back  home  from 
Germany,  Mexico  and  China.  Meanwhile 
the  federal  government,  acting  on  a 
complaint  by  Whirlpool,  has  imposed 
anti-dumping  duties  on  washing  ma¬ 
chines  from  South  Korea  and  Mexico. 

But  tastes  also  favour  star-spangled 
appliances.  Once  “people  never  asked 
and  never  cared”  where  an  appliance 
was  made,  says  Sam  Abdelnour,  head  of 
Whirlpool’s  North  American  sales.  Then, 
a  few  years  ago,  retailers  began  asking 
where  the  company  made  its  machines. 
The  answer:  mostly  in  America.  “Very 
few  of  our  competitors  can  say  that.” 
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Same-sex  marriage 

We’ll  always 
have...  Utah? 

LOSANGELES 

A  strong  year  for  gay-marriage 
advocates  ends  with  a  surprise 

WHEN  scholars  write  the  history  of 
America’s  gay-marriage  battles,  they 
may  declare  2013  the  year  the  balance 
tipped.  For  in  the  past  12  months  the  presi¬ 
dent  has  compared  the  campaign  to  Amer¬ 
ica’s  other  great  civil-rights  struggles,  the 
Supreme  Court  has  declared  that  the  feder¬ 
al  government  has  no  business  denying 
equal  treatment  to  legally  wedded  gay  cou¬ 
ples,  and  the  number  of  states  in  which 
people  may  marry  whom  they  please  has 
doubled,  from  nine  to  18  (plus  Washington, 
dc),  covering  39%  of  the  population. 

Most  of  the  18  are  the  sorts  of  progres¬ 
sive  places  one  might  expect.  The  last  is 
anything  but;  as  home  to  the  Mormon 
church,  a  firm  foe  of  gay  marriage,  Utah  is 
among  America’s  most  conservative 
states.  Yet  on  December  20th  Robert  Shel¬ 
by,  a  federal  judge,  gave  Utah’s  gay  couples 
an  early  Christmas  present  by  scrapping 
the  state’s  same-sex  marriage  ban,  ap¬ 
proved  by  66%  of  voters  in  2004.  Caught 
out,  state  officials  are  appealing  against  the 
ruling,  but  Judge  Shelby  and  an  appeals 
court  declined  to  suspend  his  decision  in 
the  meantime.  (Utah  has  asked  the  Su¬ 
preme  Court  to  do  so,  and  was  awaiting  its 
decision  as  The  Economist  went  to  press.) 
Hundreds  of  couples  flocked  to  the  altar. 

If  the  decision  stands  Utah  will  become 
the  seventh  state  to  have  gay  marriage  de¬ 
livered  by  judges  (the  day  before  Judge 
Shelby’s  ruling,  New  Mexico’s  Supreme 
Court  legalised  gay  marriage  in  that  state). 
Eight  legislatures  have  passed  pro-mar¬ 
riage  laws,  as  have  voters  in  three  states. 
But,  says  Fred  Sainz  of  the  Human  Rights 
Campaign,  a  gay-rights  group,  “all  the  low- 
hanging  fruit  is  gone”.  Most  of  the  32  out¬ 
standing  bans  are  in  state  constitutions 
and  cannot  be  overturned  by  legislatures. 
So  bar  a  few  states,  mainly  in  the  West, 
which  may  hold  public  votes  in  the  com¬ 
ing  years,  advocates  are  likely  to  enjoy 
most  of  their  advances,  and  surely  some 
setbacks,  in  courtrooms.  And  that  could 
mean  more  Utah-style  surprises. 

At  least  35  lawsuits  are  making  their 
way  through  federal  courts  in  various 
states— including  the  curious  case  of  two 
gay  couples  married  in  Massachusetts 
now  seeking  divorce  in  Texas,  which  does 
not  allow  gay  marriage.  Many  plaintiffs 
have  drawn  succour  from  the  Supreme 
Court’s  decision  in  June  to  strike  down 
Section  3  of  the  Defence  of  Marriage  Act, 
which  had  denied  federal  benefits  to  mar¬ 
ried  gay  couples.  Anthony  Kennedy’s  deci- 


Hoping  in  Ogden 


sion  said  nothing  about  the  legality  of  state 
bans,  but  its  anti-discrimination  argument 
strengthened  the  case  for  opposing  them. 

Ultimately  one  or  other  of  the  state 
cases  will  make  it  to  the  Supreme  Court. 
When  that  will  happen  is  anyone’s  guess. 
In  June  the  justices  declined  to  hear  a  chal¬ 
lenge  to  California’s  gay-marriage  ban  on 
procedural  grounds;  they  may  prefer  to  let 
the  issue  unfold  further  in  lower  courts  be¬ 
fore  taking  on  another  case  with  national 
implications.  Meanwhile,  the  court  of  pub¬ 
lic  opinion  appears  to  have  reached  its  ver¬ 
dict;  in  July  54%  of  voters  said  gays  should 
be  granted  the  same  marriage  rights  as  het¬ 
erosexuals,  12  percentage  points  higher 
than  when  Utah  passed  its  ban.  ■ 


New  York's  new  mayor 

By  FDR’s  book 


NEW  YORK 

True-blue  de  Blasio  may  need  to 
compromise  for  his  city’s  sake 

AT  MIDNIGHT  on  New  Year’s  Eve,  in 
/Afront  of  his  house  in  Brooklyn,  Bill  de 
Blasio  was  sworn  in  as  the  109th  mayor  of 
New  York  City.  Although  he  is  the  first 
Democratic  mayor  in  two  decades,  he 
marks  a  return  to  Gotham’s  blue  roots, 
which  worries  some  with  long  memories. 
Across  the  five  boroughs  Democrats  out¬ 
number  Republicans  six  to  one,  and  New 
Yorkers  have  not  voted  for  a  Republican  for 
president  since  Calvin  Coolidge  in  1924. 

A  more  formal  inauguration  was  held 
on  the  freezing  steps  of  City  Hall  just  after 
noon  the  next  day.  All  New  York’s  Demo¬ 
cratic  worthies  were  there.  Bill  Clinton,  the 


former  president,  presided  over  the  cere¬ 
mony.  Mr  de  Blasio,  appropriately,  was 
sworn  in  using  a  bible  once  owned  by 
Franklin  Roosevelt.  He  said  he  would 
make  good  on  his  campaign  promise  to 
“take  dead  aim  at  the  Tale  of  Two  Cities” 
and  would  “leave  no  New  Yorker  behind”. 
He  also  fleshed  out  his  plan  to  tax  the 
wealthy  “a  little  more”  to  pay  for  pre-kin¬ 
dergarten  for  every  child.  A  progressive  vi¬ 
sion  was  needed,  he  said,  and  he  wouldn’t 
wait  for  change:  “We’ll  do  it  now.” 

Yet  his  promise  to  overturn  many  of  the 
policies  of  his  long-serving  predecessor, 
Michael  Bloomberg,  may  be  less  revolu¬ 
tionary  than  it  sounds.  To  start  with,  Wil¬ 
liam  “Broadway  Bill”  Bratton  is  back  as  the 
city’s  top  cop.  As  Rudy  Giuliani’s  police 
commissioner  in  the  mid-1990s,  Mr  Brat¬ 
ton  helped  transform  the  force  and  the  city 
by  using  data  to  track  criminals  and  intro¬ 
ducing  zero  tolerance  for  lesser  crimes.  He 
returns  to  an  even  safer  New  York.  The  city 
had  333  murders  in  2013,  the  lowest  num¬ 
ber  in  50  years  and  more  than  300  fewer 
than  in  2001.  Nonetheless,  Mr  Bratton’s 
presence  will  comfort  those  New  Yorkers 
who  worry  that  a  Democratic  mayor 
means  a  return  to  dangerous  streets. 

The  new  mayor  is  said  to  have  had  a 
hard  time  finding  someone  who  agrees 
with  him  on  education.  Most  cities  are  ex¬ 
panding  charter  schools;  he  wants  to  limit 
them.  At  last  he  chose  Carmen  Farina,  a 
former  teacher  and  fellow  progressive,  to 
head  the  city’s  huge  public  school  system, 
which  has  1.1m  pupils.  He  also  named  two 
veterans  from  the  Ed  Koch  administration 
of  the  1980s  to  help  with  looming  labour 
discussions.  The  unions  refused  to  negoti¬ 
ate  new  contracts  for  municipal  workers 
with  Mr  Bloomberg,  because  they  knew 
there  was  no  way  he  would  give  them 
what  they  wanted.  They  are  now  hoping 
that  Mr  de  Blasio  will  raise  salaries  and 
backdate  the  increases.  Mr  Bloomberg 
warned  in  December  that  New  York  can¬ 
not  afford  its  unionised  political  machine. 
Pension  costs  will  soon  be  crippling:  retire¬ 
ment  pay  for  the  police,  for  example,  al¬ 
ready  costs  more  than  their  wages.  Mr  De 
Blasio  should  listen  to  that,  but  may  not. 

New  Yorkers  do  not  yet  realise  how 
much  they  will  miss  Mr  Bloomberg-the 
big  projects,  the  long-term  planning  and, 
not  least,  the  lavish  spending.  According  to 
the  New  York  Times,  the  billionaire  mayor 
spent  $65om  of  his  own  money  on  the  city. 
He  paid  for  pilot  programmes  out  of  his 
own  pocket  and  donated  millions  to  the 
arts.  He  even  paid  $5m  to  renovate  Gracie 
Mansion,  the  mayor’s  official  residence, 
but  never  lived  there.  He  preferred  his  own 
Upper  East  Side  pied  a  terre.  Mr  de  Blasio 
and  his  family,  however,  intend  to  move 
into  Gracie  Mansion.  Being  a  Democrat 
does  not  mean  passing  up  five  freshly 
painted  bedrooms,  mahogany  bedsteads 
and  a  denticulated  cornice  in  the  library.  ■ 
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Lexington  |  Snooper  blooper 


Revelations  about  cyber-espionage  dismay  Barack  Obama’s  most  loyal  fans 


ABOLISHING  privacy  is  the  next  big  trend  in  American  shop- 
-iYping,  industry  types  told  Lexington  recently.  Store  bosses 
dream  of  identifying  shoppers  by  their  smartphones  or  with 
cameras  and  facial-recognition  software.  Then,  by  rummaging 
through  a  customer’s  online  history  a  firm  might  learn,  for  in¬ 
stance,  that  she  had  looked  for  tennis  shoes  the  night  before,  so 
needs  to  see  sales  pitches  for  sneakers  flash  up  on  her  phone  or 
on  in-store  digital  screens. 

A  certain  resignation  about  lost  privacy  may  help  explain  a 
muted  public  response  to  Edward  Snowden,  an  ex-contractor  for 
the  National  Security  Agency  (ns  a)  now  in  Russia  after  exposing 
details  of  American  cyber-spying  worldwide.  Mr  Snowden’s 
leaks  have  caused  most  fuss  abroad.  Brazil’s  president,  Dilma 
Rousseff,  called  off  a  visit  to  America  over  reports  that  she  was 
spied  on  along  with  a  state  energy  giant,  Petrobras.  Politicians 
and  the  press  in  Germany,  where  memories  of  Nazi-  and  commu¬ 
nist-era  spying  are  undimmed,  vie  to  sound  more  outraged  about 
Mr  Snowden’s  leaks,  including  reports  that  nsa  spooks  targeted 
Chancellor  Angela  Merkel.  The  European  Parliament  (a  body 
whose  default  setting  is  chuntering  indignation)  is  keener  on  de¬ 
bating  the  nsa  than  Congress  is  in  Washington.  Angered  by  re¬ 
ported  spying  on  eu  offices,  various  Euro-bigwigs  have  called  for 
a  pause  in  talks  on  an  EU-American  trade  pact,  as  well  as  curbs  on 
transAtlantic  data-sharing. 

Over  the  holiday  season  the  nsa  did  generate  domestic 
American  headlines,  but  none  matching  the  Donner  und  Blitzen 
from  Europe.  In  the  space  of  a  few  days,  two  federal  judges  of¬ 
fered  sharply  differing  views  on  the  legality  of  an  nsa  pro¬ 
gramme  that  scoops  up  “metadata”  on  most  telephone  calls  to, 
from  or  within  America.  The  first,  sitting  in  a  district  court  in 
Washington,  dc,  called  metadata  collection,  which  records 
phone  numbers  and  the  length  of  calls  but  not  their  content,  “al¬ 
most  Orwellian”  and  probably  unconstitutional.  The  second,  sit¬ 
ting  in  New  York,  called  the  nsa’s  scouring  of  phone  records 
quite  legal.  He  added,  for  good  measure,  that  had  metadata  been 
collected  before  9/ffi  the  agency  might  have  joined  the  dots  be¬ 
tween  intercepted  calls  to  al-Oaeda  and  one  of  the  future  hijack¬ 
ers,  then  in  California.  Higher  courts  will  now  have  to  weigh  in, 
and  perhaps  the  Supreme  Court  in  time.  Even  as  the  two  judges 


issued  their  duelling  opinions,  a  review  panel  appointed  by  Pres¬ 
ident  Barack  Obama,  including  senior  ex-ciA  and  White  House 
officials,  took  a  middle  path,  offering  changes  to  fix  nsa  pro¬ 
grammes  rather  than  shut  them  down.  The  panel  submitted  46 
recommendations,  from  requiring  individual  court  orders  for 
each  metadata  search  to  tighter  rules  around  spying  on  foreign 
leaders.  (Criteria  for  bugging  far-off  presidents  and  potentates 
might  include  suspicions  that  a  foreigner  is  “duplicitous”  with 
American  envoys,  the  panel  suggested.) 

For  all  this  activity  and  argument,  cyber-spying  hardly  domi¬ 
nates  national  debate.  As  2014  begins  Republicans  in  Congress 
seem  keener  on  bashing  the  Obamacare  health  law.  Democrats 
prefer  to  talk  about  Republicans  letting  unemployment  benefits 
lapse.  Many  news  outlets  seem  more  interested  in  a  different  pri¬ 
vacy  story,  involving  the  hacking  of  payment-card  details  for  up 
to  40m  customers  of  Target,  a  chain  store.  Yet  the  nsa  saga  is  al¬ 
ready  causing  Mr  Obama  real  headaches.  Specifically,  it  comes  at 
a  bad  time  in  relations  with  two  previously  loyal  groups:  young 
Americans  and  foreigners.  The  two  groups  are  distinct,  yet  have 
made  parallel  journeys  towards  disappointment.  For  somewhat 
different  reasons,  young  Americans  and  foreigners  of  all  ages,  no¬ 
tably  in  Europe,  fell  heavily  for  Mr  Obama,  thinking  him  a  break 
with  politics  as  usual.  Both  groups  had  high  hopes  dashed. 

Hope  and  change,  meet  Sturm  und  Drang 

Start  with  Mr  Obama’s  foreign  fans.  There  was  always  a  dose  of 
naivety  to  their  zeal,  not  to  mention  clunking  racial  tokenism. 
Many  Europeans  mistakenly  assumed  that  because  Mr  Obama 
opposed  the  policies  of  George  W.  Bush  and  so  did  they,  he 
would  be  in  some  sense  their  president  too.  Now  they  have 
learned  their  lesson:  their  idol  is,  first  and  foremost,  America’s 
leader.  A  dose  of  hypocrisy  suffuses  much  allied  grumbling 
about  the  nsa  because,  in  truth,  everyone  spies  on  everyone. 
Still,  public  anger  in  Berlin,  Brussels  or  Brasilia  is  real  enough,  and 
is  strengthened  by  the  pain  of  asymmetry;  nobody  else  has  the 
capabilities  exposed  by  Mr  Snowden,  eu  officials  have  told  the 
White  House  that  support  for  transAtlantic  free  trade  may  foun¬ 
der  unless  Mr  Obama  offers  concessions  to  foreigners  on  spying, 
perhaps  in  his  state-of-the-union  message. 

A  special  dilemma  is  presented  by  Germany,  a  rich,  important 
and  highly  offended  ally.  America  may  well  want  to  offer  the  Ger¬ 
mans  carefully-crafted  spying  guarantees,  but  only  privately,  in 
case  everyone  else  wants  the  same.  But  Mrs  Merkel  precisely 
needs  a  public  pact  to  wave  at  voters.  Even  friendly  eu  govern¬ 
ments  and  officials  are  impatient  for  more  robust  assurances  that 
America  never,  ever  conducts  economic  espionage;  talk  of  spying 
on  Petrobras  has  jangled  allies’  nerves. 

Mr  Obama  also  faces  domestic  fallout.  His  approval  ratings 
among  young  Americans  fell  markedly  in  2013,  making  a  once- 
loyal  age  cohort  look  much  more  like  other  adult  Americans.  It  is 
not  that  the  young  are  united  in  enmity  towards  the  ns  a;  a  recent 
poll  of  Americans  aged  18-29  by  Harvard’s  Institute  of  Politics 
found  that  a  quarter  thought  Mr  Snowden  a  patriot,  a  quarter 
thought  him  a  traitor,  and  half  were  unsure.  But  they  do  report 
feeling  disengaged  from  politics.  Mr  Obama  needs  the  young  to 
believe  in  government  solutions-starting  with  Obamacare,  a 
policy  that  will  fail  unless  lots  of  fresh-faced,  healthy  adults  sign 
up  for  insurance.  Instead,  the  nsa  saga  has  given  America’s  most 
tech-savvy  generation  fresh  reason  for  cynicism.  At  home  and 
abroad,  Mr  Obama  can  ill- afford  this  latest  loss  of  faith.  ■ 
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Ready  to  take  off  again? 


QllERETARO,  MEXICO 

Two  decades  ago  the  North  American  Free-Trade  Agreement  got  off  to  a  flying  start. 
Then  it  stalled 


PASS  through  the  gates  of  the  Bombar¬ 
dier  plant  in  Oueretaro  and  you  leave 
the  Mexico  of  potholed  roads  and  blaring 
horns  behind:  welcome  to  a  strangely  se¬ 
rene  place  called  North  America. 

In  the  car  park  neat  lines  of  vehicles  all 
face  the  same  way— almost  unthinkable 
elsewhere  in  Mexico.  The  factory  is  run  by 
a  woman-ditto.  Enter  the  building  where 
the  cockpit,  fuselage  and  tail  section  of 
Bombardier’s  new  eight-seat  Learjet  85 
business  jet  are  being  made  and  it  looks 
more  like  a  laboratory  than  a  factory. 

Technicians  with  face  masks  work  be¬ 
hind  glass  in  a  dust-free  room.  Instead  of 
metal,  layers  of  carbon  fibre  cut  by  laser  are 
moulded  and  baked  in  a  giant  oven  to 
make  a  seamless  fuselage  (pictured).  There 
are  no  pungent,  oily  smells,  no  urgent, 
whining  drills,  no  soul-stirring  hammer¬ 
ing.  It  would  be  the  dullest  factory  visit 
your  correspondent  has  ever  made-were 
it  not  for  what  it  says  about  the  future  of 
North  America. 

With  the  exception  of  the  wings,  which 
are  made  in  Northern  Ireland,  the  Learjet 
85  is  a  North  American  story.  Bombardier, 
a  Canadian  firm  based  in  Montreal,  took 
over  Learjet,  an  American  firm,  in  1990. 
When  the  Mexico-made  carcass  reaches 
Learjet’s  headquarters  in  Wichita,  Kansas, 
for  kitting  out,  it  is  married  to  engines  built 


in  Canada,  but  designed  by  America’s  Pratt 
&  Whitney.  It  is  fitting  that  the  85’s  maiden 
flight  will,  all  things  being  equal,  come 
within  a  few  weeks  of  the  20th  anniversa¬ 
ry  of  the  North  American  Free-Trade 
Agreement  coming  into  force  on  January 
1st  1994.  Without  nafta,  a  trinational  en¬ 
deavour  like  the  new  Learjet  would  be  un¬ 
thinkable. 

Three  into  one 

The  new  aircraft  represents  a  $25om  bet  by 
Bombardier  that  Mexico  could  provide  not 
just  routine  labour  but  manufacturing  that 
depended  on  high-tech  materials.  It  placed 
the  bet,  according  to  Michael  McAdoo, 
head  of  global  strategy,  because  it  was  see¬ 
ing  old  European  rivals  go  bust  and  new 
ones  emerging  in  low-cost  countries  such 
as  China  and  India.  Workers  in  Wichita 
and  Montreal  complained.  But  Mr  Mc¬ 
Adoo  says  they  came  to  realise  that  if  out¬ 
sourcing  some  manufacturing  to  Mexico 
ensured  Bombardier’s  future,  it  would 
safeguard  their  own  jobs  for  years  to  come. 

A  shared  concern  with  employment  is 
one  of  the  reasons  that  politicians  are  start¬ 
ing  to  pay  more  attention  to  nafta,  which 
in  recent  years  has  been  failing  to  live  up  to 
its  early  promise.  Rebooting  the  agreement 
tops  the  agenda  at  the  meeting  of  the  lead¬ 
ers  of  the  three  countries  scheduled  to  take 


place  in  Mexico  this  February.  “There’s  a 
joint  willingness  among  all  three  countries 
to  relaunch  the  idea  of  North  America,  not 
just  in  terms  of  manufacturing,  but  in  inno¬ 
vation  and  design,”  says  Sergio  Alcocer, 
under-secretary  for  North  America  in  Mex¬ 
ico’s  foreign  ministry. 

In  May  2013  Barack  Obama-who  in 
2007,  on  the  campaign  trail,  called  nafta 
a  “mistake’-trumpeted  cross-border  trade 
on  a  visit  to  Mexico,  noting  that  the  United 
States  exports  more  to  Mexico  than  to  the 
bric  countries-Brazil,  Russia,  India  and 
China-combined.  On  a  visit  in  September 
his  vice-president,  Joe  Biden,  dwelt  on 
nafta’s  untapped  potential.  The  trade 
agreement  was  beginning  to  look  out  of 
date.  There  needed  to  be  freer  movement 
of  “goods,  people  and  information”  across 
the  borders,  despite  security  worries.  More 
shared  infrastructure  investment  was  nec¬ 
essary.  Obliquely,  he  acknowledged  that 
politicians  had  held  up  such  improve¬ 
ments:  “Make  us  do  it,”  he  urged  business- 
people  and  the  public. 

In  the  United  States,  the  potential  of 
closer  integration  has  been  out- 
weighed-at  least  in  the  eyes  of  politi¬ 
cians— by  the  fear  of  j  ob  losses,  as  well  as  il¬ 
legal  drugs,  crime  and  immigration  from 
Mexico.  Canada,  Bombardier’s  success 
notwithstanding,  long  ago  started  seeing 
Mexico  as  a  rival  in  its  relationship  with 
the  United  States,  rather  than  a  partner. 
Mexico,  in  which  almost  half  of  the  popu¬ 
lation  lives  in  poverty,  much  the  same  level 
as  20  years  ago,  has  mixed  feelings. 

Robert  Pastor,  head  of  the  Centre  for 
North  American  Studies  at  American  Uni¬ 
versity  in  Washington,  DC  (and  one  of 
nafta’s  most  prominent  advocates)  says  ►► 
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Three-way  street 

Merchandise  trade  by  main  trading  partners,  2012,  %  of  total 
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►  the  bloc  has  become  a  pihata-something 
politicians  and  pundits  alike  enjoy  bash¬ 
ing.  Yet  a  poll  Mr  Pastor  recently  commis¬ 
sioned  showed  that  the  people  of  the  Un¬ 
ited  States  still  much  prefer  the  idea  of  free 
trade  with  Canada  and  Mexico  than  with 
the  European  Union,  China  or  India.  And 
though  support  in  the  United  States  has 
dwindled  in  the  past  ten  years,  in  Canada 
and  Mexico  it  is  on  the  rise. 

The  case  for  optimism  about  nafta  is 
not  limited  to  opinion  polls  and  political 
summitry.  Nor  is  it  simply  a  response  to  the 
doldrums  that  the  agreement  has  been  in 
over  most  of  the  past  decade,  with  its  infra¬ 
structure  badly  in  need  of  an  upgrade  and 
regulatory  structures  left  behind  by  the 
pace  of  technological  change.  The  funda¬ 
mentals  also  favour  a  resurgence  in  North 
American  trade.  Mr  Alcocer  talks  of  a  “reju¬ 
venated”  region  benefiting  from  cheap 
and  abundant  energy,  a  young  workforce, 
and  costs  that  are  increasingly  competitive 
with  those  in  China.  The  aim,  though  qui¬ 
etly  stated,  is  to  develop  a  “Factory  North 
America”  to  rival  “Factory  Asia”. 

Bumpy  ride 

Part  of  nafta’s  problem  is  that  its  original 
take-off  was  accompanied  by  a  level  of  hy¬ 
perbole  its  subsequent  flight  path  could 
never  match.  Its  chief  architect,  President 
Carlos  Salinas  of  Mexico-who  signed  the 
treaty  with  George  Bush  and  Canada’s 
prime  minister,  Brian  Mulroney,  in  1992- 
hoped  it  would  make  Mexico  a  first-world 
country.  In  1993  Vice-President  Al  Gore 
compared  it  to  the  creation  of  nato  and 
the  Louisiana  Purchase. 

And  for  its  first  six  years  the  pact’s  suc¬ 
cess  was  remarkable.  Cross-border  invest¬ 
ment  ballooned.  Rapid  growth  led  to  the 
three  countries’  share  of  global  production 
hitting  a  peak  of  36%  in  2001.  But  the  pro¬ 
gress  stalled  (see  chart  1).  Fears  of  terrorism 
in  the  United  States  after  September  nth 
2001  led  to  a  security  clampdown  on  its 
borders  that  still  hampers  trade  today  (the 
drug  war  in  Mexico  has  not  helped).  Even 
more  destabilising,  after  China  joined  the 
World  Trade  Organisation  in  2001,  Ameri¬ 
can  firms  in  Mexico  upped  sticks  and  head- 
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ed  across  the  Pacific.  Trade  within  North 
America  eventually  started  to  grow  again; 
but  global  trade-principally  with  China- 
mushroomed  (see  chart  2).  By  2011,  North 
American  production  had  fallen  back  to 
26%  of  the  global  total,  similar  to  the  shares 
in  Asia  and  Europe. 

In  a  2013  overview  of  nafta’s  effects, 
the  Congressional  Research  Service,  an 
American  government  think-tank,  por¬ 
trayed  it  as  something  of  a  damp  squib:  “In 
reality,  nafta  did  not  cause  the  huge  job 
losses  feared  by  the  critics  or  the  large  eco¬ 
nomic  gains  predicted  by  supporters.”  In  a 
2009  study,  Robert  Blecker  of  American 
University  and  Gerardo  Esquivel  of  the 
Colegio  de  Mexico  found  that  for  all  its  pro¬ 
mise  nafta  had  failed  to  close  the  devel¬ 
opment  gap  between  Mexico  and  the  Un¬ 
ited  States.  “During  the  first  seven 
years... North  America  showed  signs  of 
becoming  a  more  integrated  and  competi¬ 
tive  regional  market  area,  but  much  of  the 
progress  on  the  regional  front  was  reversed 
in  the  next  eight  years.” 

The  sense  of  something  stymied,  and 
the  need  for  smoother  borders  and  better 
infrastructure,  become  apparent  the  mo¬ 
ment  the  Learjet  85’s  fuselage  is  loaded  on 
to  a  lorry  and  sets  off  up  Mexico’s  juddery 
Highway  57  towards  the  border  at  Nuevo 
Laredo.  Before  it  gets  there,  its  driver  and 
cab  will  be  replaced  by  a  drayage  team  that 
hauls  the  cargo  to  just  over  the  other  side 
of  the  border.  There  an  American  driver 
and  cab  will  take  it  to  Wichita. 

This  three-stage  irksomeness  mostly 
stems  from  a  violation  of  nafta  on  the 
part  of  the  United  States,  which  waited  17 
years  after  the  agreement  had  come  into 
force  before  honouring  a  pledge  to  allow 
Mexican  truckers  to  cross  the  border  and 
deliver  goods  to  their  final  destination. 
When  it  did  so  it  was  in  the  form  of  a  three- 
year  pilot  programme  up  for  renewal  in 
2014.  As  yet,  few  Mexican  truck  companies 
have  signed  up  for  the  rigorous  checks  in¬ 
volved,  in  case  the  programme  lapses. 


At  the  border,  those  drayage  firms  face 
excruciating  waits.  On  one  recent  after¬ 
noon  the  tailback  stretched  8km  (5  miles) 
without  even  a  Coca-Cola  machine  by  the 
road  for  the  thirsty  drivers.  Large  x-ray  de¬ 
vices  are  meant  to  allow  cargo  to  flow  fast¬ 
er  through  United  States  customs,  but  spot 
checks  mean  the  wait  usually  takes  several 
hours.  In  2009,  based  on  an  estimate  that 
1.5m  lorries  crossed  from  Nuevo  Laredo 
each  year,  the  Tijuana-based  Colegio  de  la 
Frontera  Norte  reckoned  the  annual  cost  of 
delays  added  up  to  almost  a  third  of  a  bil¬ 
lion  dollars. 

Youth  and  energy 

It  is  a  similarly  depressing  story  at  the  near¬ 
by  railway  bridge.  The  snakelike  trains 
loaded  with  cars,  scrap  metal  and  grain- 
mostly  built  by  Bombardier,  and  operated 
by  Kansas  City  Southern,  a  United  States- 
owned  company-do  not  change  locomo¬ 
tives  at  the  border.  But  halfway  across  the 
bridge  a  team  from  the  destination  climbs 
up  into  the  cab,  and  the  departing  crew 
trudges  back  home. 

American  University’s  Mr  Pastor  puts 
much  of  the  blame  for  such  inefficiencies 
on  the  United  States’  security  fears,  and  the 
allocation  of  resources  that  goes  along 
with  them.  Since  2001,  he  says,  $186  billion 
has  been  spent  on  border  security.  In  the 
last  fiscal  year  $18  billion  was  spent  on  im¬ 
migration  enforcement.  Only  a  tiny  frac¬ 
tion  of  that  has  been  spent  on  upgrading 
border  infrastructure  to  make  trade  flow 
more  freely. 

However  inconvenient  the  hours  of 
waiting  at  the  border  can  be,  though,  the 
time  lost  is  little  compared  with  the  weeks 
spent  shipping  goods  from  China.  Ten 
years  ago  those  weeks  were  a  price  worth 
paying  for  cheaper  manufactures.  Now  the 
differential  has  been  reduced,  perhaps 
even  reversed.  The  Boston  Consulting 
Group  (bcg)  calculates  that  if  Mexico’s 
higher  manufacturing  productivity  is  tak¬ 
en  into  account,  by  2012  the  cost  of  labour  ►► 
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►  in  China  was  no  less  than  in  Mexico.  By 
2015  bcg  expects  Mexico  to  have  a  cost  ad¬ 
vantage  of  almost  30%. 

Mexico’s  free-trade  agreements  with  44 
countries-most  of  them  entered  into  since 
nafta  was  set  up-add  to  the  attraction  of 
expanding  supply  chains  in  the  region.  So, 
from  the  perspective  of  the  United  States, 
does  the  proportion  of  American  content 
in  Mexican  and  Canadian  exports,  bcg 
reckons  37%  of  Mexico’s  exports  include 
parts  imported  from  the  United  States. 
That  is  four  times  as  much  as  in  Chinese 
exports.  One  reason  is  that  nafta  protects 
the  intellectual-property  arrangements 
such  close-knit  processes  require  to  a  de¬ 
gree  that  is  very  hard  to  guarantee  when 
dealing  with  China;  it  has  enforceable 
commitments  on  copyright,  patents,  trade¬ 
marks  and  trade  secrets. 

As  Mexico  becomes  more  attractive,  it  is 
seeing  industries  start  to  cluster.  Mexico  is 
the  world’s  largest  exporter  of  cars  after 
Germany,  South  Korea  and  Japan.  Its  pro¬ 
duction  of  cars  recently  overtook  Cana¬ 
da’s;  and  German  and  Japanese  carmakers 
are  investing  heavily  there.  Carlos  Ghosn, 
boss  of  Nissan,  which  in  November 
opened  a  $2  billion  new  plant  in  Mexico, 
says  it  will  soon  become  a  bigger  export 
hub  than  Nissan’s  home  base,  Japan.  What 
Brookings,  a  Washington  think-tank,  calls 
“advanced  manufacturing  industries”,  in¬ 
cluding  aerospace,  computers  and  phar¬ 
maceuticals,  are  all  spreading  their  supply 
chains  across  North  America— as  Bombar¬ 
dier  shows.  Brookings’ Joseph  Parilla  says 
the  most  high-tech  industries  will  proba¬ 
bly  remain  in  the  United  States  for  a 
while-but  even  advanced  technologies 
like  3D  printing  will  have  a  role  in  Mexico. 

In  the  longer  term,  two  further  things  fa¬ 
vour  North  America;  demography  and  en¬ 
ergy.  Two-fifths  of  Mexicans  are  under  20. 
Between  2000  and  2030,  bcg  expects 
Mexico’s  labour  force  to  grow  by  58%  and 
the  United  States’  by  18%,  as  China’s 
shrinks  by  3%.  And  Mr  Alcocer  says  the 
shale-gas  revolution,  the  development  of 
Canada’s  oil  sands,  and  a  constitutional 
change  in  December  allowing  private 
firms  to  invest  in  Mexican  energy,  could 
give  the  industries  employing  those  peo¬ 
ple  secure  supplies  of  low-cost  energy  for 
the  foreseeable  future. 

John  Rice,  head  of  global  operations  at 
ge,  a  conglomerate,  chairs  a  business  task- 
force  looking  at  ways  of  boosting  trade  be¬ 
tween  the  United  States  and  Mexico.  He 
bubbles  over  with  praise  for  President  En¬ 
rique  Pena  Nieto’s  energy  reform.  “I  visit 
40  to  50  countries  a  year. ..and  I  don’t  see 
enough  countries  where  leaders  are  will¬ 
ing  to  take  [such]  tough,  aggressive,  bold 
actions.”  He  says  Mexican  energy  is  one  of 
ge’s  top  strategic  priorities:  “When  we 
think  about  Mexico  we  think  about  ener¬ 
gy-” 

But  linking  up  energy  markets  and 


aligning  regulatory  standards  on  every¬ 
thing  from  green  technologies  to  smart 
grids  will  not  be  easy,  and  risks  stirring  up 
anti-NAFTA  forces  that  have  recently  been 
in  abeyance.  In  all  three  countries,  energy 
arouses  prickly  notions  of  sovereignty. 

Officials  say  the  White  House’s  failure 
so  far  to  approve  the  Keystone  xl  Pipeline 
from  Alberta  to  Nebraska,  which  would 
help  carry  crude  from  Canada  to  United 
States  refineries  on  the  Gulf  coast,  has 
dampened  the  faith  of  prime  minister  Ste¬ 
phen  Harper  in  deeper  North  American  in¬ 
tegration:  Canada  is  looking  across  the  Pa¬ 
cific  for  oil  markets.  Many  Mexicans 
remain  fiercely  nationalistic  about  their 
oil.  Some  fear  that  its  energy  reform  will  al¬ 
low  American  firms  to  shift  shale-gas  pro¬ 
duction  south  of  the  border  before  envi¬ 
ronmentalists  clamp  down  on  it  at  home. 

Perhaps  the  biggest  question-mark  is 
whether  cheaper  energy  in  the  United 
States  will  make  it  so  competitive  it  feels  it 
does  not  need  closer  North  American  ties. 
If  states  where  wages  were  hard  hit  during 
the  housing  crisis,  such  as  Nevada  and 
New  Mexico,  are  able  to  lure  businesses  di¬ 
rectly  back  from  China  thanks  in  part  to 
low  energy  costs-which  they  are  keen  to 
do-Mexico  could  be  sidelined. 

Both  and,  not  either  or 

That  tendency  to  want  to  go  it  alone  may 
be  reflected  in  Washington’s  instincts  to 
keep  its  nafta  partners  at  arm’s  length  in 
other  free-trade  negotiations.  The  Obama 
administration  started  talks  on  the  Trans¬ 
pacific  Partnership  (tpp)  with  countries 
around  the  Pacific  Rim  before  Canada  and 
Mexico  joined.  It  has  chosen  so  far  to  re¬ 
buff  Canada’s  and  Mexico’s  desire  to  join  it 
on  the  Transatlantic  Trade  and  Investment 
Partnership  (ttip)  with  the  European  Un¬ 
ion,  despite  the  fact  that  both  its  nafta 


partners  already  have  free-trade  deals  with 
the  eu  and  harmonising  all  three  might 
make  sense.  The  United  States’  “hub-and- 
spoke”  approach  to  free  trade  raises  resent¬ 
ment  to  the  north  and  the  south. 

But  in  principle  the  region’s  growing 
links  with  Asia  and  Europe  are  to  be  en¬ 
couraged.  The  alternative,  building  a  For¬ 
tress  North  America  in  which  the  three 
countries  try  to  boost  their  mutual  com¬ 
petitiveness  at  the  expense  of  the  rest  of 
the  world,  should  be  avoided.  Jaime  Ser- 
ra,  a  former  Mexican  trade  minister  who 
led  the  country’s  nafta  negotiators,  ar¬ 
gues  that  tpp  and  ttip  could  undermine 
Mexico’s  trade  advantages  within  North 
America,  especially  because  they  would 
allow  other  countries  low-tariff  access  to 
the  United  States.  But  if  they  live  up  to 
their  billing,  helping  to  promote  regula¬ 
tory  harmony  and  trade  in  services, 
which  have  lagged  badly  under  nafta, 
and  if  they  include  businesses  that  were 
scarcely  around  in  1994-mobile  phones, 
e-commerce-the  whole  region  may  be 
better  off. 

A  more  seamless  North  America  should 
help  reduce  the  differences  between  living 
standards  around  the  region,  which  would 
benefit  all  three  countries-not  least  be¬ 
cause  a  richer  Mexico  would  mean  fewer 
problems  of  illegal  immigration,  violence 
and  corruption  in  the  neighbourhood. 
Bombardier  is  an  example  of  progress.  Just 
eight  years  ago,  its  site  next  to  Oueretaro 
contained  nothing  but  cacti.  Now  twice- 
weekly  flights  shuttle  engineers  and  techni¬ 
cians  between  Oueretaro,  Wichita  and 
Montreal.  In  the  process  they  pick  up  bits  of 
the  nations’  different  languages  and  cul¬ 
tures,  making  North  America  a  tangible  en¬ 
tity.  To  them  at  least,  the  relaunch  of 
nafta,  like  the  launch  of  the  Learjet  85, 
would  be  something  to  celebrate.  ■ 
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Brazil's  big  year 


Kick-off  approaches 


SAO  PAULO 

Latin  America’s  largest  economy  enters  an  unpredictable  election  year 


UTT  ’S  not  about  the  50  cents”  reads  a 

X  scrawl  on  a  shop  shutter  on  Avenida 
Faria  Lima,  one  of  Sao  Paulo’s  main  thor¬ 
oughfares.  Next  door,  the  message  is  blunt¬ 
er:  “Screw  the  police”.  Six  months  after  a 
small  demonstration  against  a  50-cent  rise 
in  bus  fares  blew  up  into  the  biggest  street 
protests  Brazil  had  seen  in  a  generation, 
few  visible  signs  remain  of  the  wider  an¬ 
ger  they  revealed-about  corruption,  poor 
public  services  and  rising  living  costs.  Re¬ 
cent  attempts  to  organise  a  reprise  have  at¬ 
tracted  only  a  few  hundred  marchers.  Sup¬ 
port  for  the  president,  Dilma  Rousseff  of 
the  Workers’  Party,  which  plummeted  after 
June’s  protests,  has  rebounded.  A  poll  in 
November  of  voting  intentions  in  next  Oc¬ 
tober’s  elections  gave  her  47%,  against  30% 
for  her  two  likeliest  adversaries  combined. 

Even  so,  the  race  is  hard  to  call.  The 
same  poll  found  that  two-thirds  of  voters 
want  Brazil’s  next  president  to  make 
sweeping,  if  unspecified,  policy  changes. 
That  suggests  the  spirit  of  June  is  still 
alive-and  that  some  of  Ms  Rousseff’s  sup¬ 
port  could  melt  away  if  a  strong  alternative 
emerges.  Political  analysts  say  that  many 
Brazilians’  voting  strategy  is  to  plump  for 
the  perceived  front-runner,  whoever  that 
may  be,  meaning  that  a  challenger  who 
manages  to  advance  in  the  polls  could 
quickly  take  a  commanding  lead. 

Neither  of  Ms  Rousseff’s  probable  ad¬ 
versaries  is  yet  campaigning  in  earnest.  Ae- 
cio  Neves’s  Party  of  Brazilian  Social  De¬ 
mocracy  has  been  hit  by  evidence  of 
bribery  and  overbilling  on  public  contracts 


in  its  heartland  state  of  Sao  Paulo.  Eduardo 
Campos,  the  governor  of  the  state  of  Per¬ 
nambuco,  is  hammering  out  a  programme 
with  his  likely  running  mate,  Marina  Silva, 
an  environmentalist  who  joined  his  party 
after  missing  a  deadline  to  set  up  her  own. 

The  economy  offers  a  line  of  attack  for 
both  candidates.  Since  Ms  Rousseff  took 
office  in  2011,  growth  has  been  anaemic. 
Unemployment  is  low  and,  until  recently, 
incomes  had  risen  faster  than  inflation.  But 
job  creation  and  wage  growth  are  now 
cooling,  while  prices  are  still  going  up.  The 
public  finances  have  deteriorated-and 
will  not  be  repaired  in  an  election  year. 

A  spoof  calendar  circulating  on  social¬ 
networking  sites  paints  2014  as  another 
lost  year  for  growth,  with  a  late  Carnival 
extending  the  summer  break  from  Christ¬ 
mas  to  March  and  a  three-month  shut¬ 
down  around  the  football  World  Cup, 
which  Brazil  is  hosting.  It  shows  May  de¬ 
voted  to  preparations,  June  to  the  tourna¬ 
ment  and  July  to  celebration-or,  just  con¬ 
ceivably,  mourning.  Extra  spending  on 
beer,  replica  kit  and  new  televisions  will 
barely  offset  the  closure  of  schools  and 
government  offices  on  match  days  in  order 
to  get  locals  off  host  cities’  congested  roads 
and  allow  fans  to  get  to  games. 

The  World  Cup  brings  other  risks  for 
the  incumbent.  Last  June’s  marches  coin¬ 
cided  with  the  Confederations  Cup,  a 
dress  rehearsal  for  this  year’s  tournament. 
The  timing  added  fuel  to  protesters’  rage  by 
highlighting  the  contrast  between  pricey 
new  stadiums  and  shoddy  public  infra¬ 


structure,  and  gave  them  a  chance  to  air 
grievances  with  the  world  watching.  Bra¬ 
zilians’  passion  for  football  and  national 
pride  makes  a  full-blown  repeat  during  the 
main  event  unlikely.  But  “Black  Blocs”— 
shifting,  leaderless  youths  who  march 
dressed  in  black,  hooded  and  masked,  and 
seek  violent  confrontation  with  the  po¬ 
lice-have  no  such  qualms. 

Esther  Solano  of  the  Federal  University 
of  Sao  Paulo  has  interviewed  self-identi¬ 
fied  Black  Blocs.  Without  exception,  she 
says,  their  aim  is  to  disrupt  the  tourna¬ 
ment.  The  police  are  seeking  to  avoid  that 
by  sharing  intelligence  and  monitoring 
protest-related  websites.  But  the  blocs’ 
amorphous  nature  makes  judging  the  suc¬ 
cess  of  the  police  almost  impossible. 

Another  risk  for  Ms  Rousseff  is  that  at 
least  one  World  Cup  venue  may  have  to  be 
scratched.  That  would  be  a  big  embarrass¬ 
ment,  since  tickets  for  games  in  all  12  stadi¬ 
ums  have  already  been  sold.  Although  all 
were  supposed  to  be  ready  by  now,  six 
have  been  held  up  by  cash-flow  problems, 
strikes  and  accidents.  The  fatal  collapse  of 
a  crane  in  November  at  Sao  Paulo’s  new 
stadium,  which  is  due  to  host  the  opening 
match,  has  left  no  room  for  further  delays. 

Poll  position 

Despite  these  banana  skins,  Ms  Rousseff 
will  be  hard  to  beat.  Recipients  of  the  Bolsa 
Familia,  a  stipend  that  goes  to  14m  poor 
families,  are  much  more  likely  than  other 
Brazilians  to  approve  of  her.  A  false  ru¬ 
mour  in  May  that  the  handout  was  about 
to  be  axed  caused  near-riots  in  deprived 
north-eastern  towns,  a  reminder  of  this 
constituency’s  size  and  power.  Other  poli¬ 
cies  identified  with  the  president,  such  as 
importing  Cuban  doctors  to  work  in  poor 
areas,  are  also  rated  far  more  highly  by  the 
masses  than  the  elite.  Despite  Brazilians’ 
hunger  for  change,  the  challengers  will 
have  to  persuade  voters  that  much  would 
stay  the  same  if  one  of  them  is  to  win.  ■ 
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Poverty  in  Mexico 

A  few  more  pesos, 
a  lot  more  stress 

MEXICO  CITY 

The  introduction  of  new  taxes  will  hit 
the  poor  hardest 

THE  Central  de  Abastos  wholesale  mar¬ 
ket  is  the  largest  of  its  kind  in  the  world, 
sprawling  over  an  area  half  the  size  of 
Mexico  City’s  airport.  Yet  on  New  Year’s 
Eve,  it  was  still  hard  to  move  for  the  shop¬ 
pers  clogging  up  the  i-kilometre  (1,100- 
yard)  grocery  aisle,  buying  everything 
from  pig’s  heads  to  sugar  cane  to  grapes  for 
that  night’s  festivities. 

Outside,  it  was  another  story.  People 
without  enough  money  to  shop  were  sift¬ 
ing  through  piles  of  discoloured  and  dis¬ 
carded  avocados  and  tomatoes,  wrapping 
what  was  still  edible  in  scraps  of  newspa¬ 
per  and  furtively  carrying  them  off  for 
their  own  more  meagre  supper. 

For  many  of  these  Mexicans,  life  is  get¬ 
ting  harder.  A  fiscal  reform  that  took  effect 
on  January  1st  introduces  a  number  of  new 
taxes  that  are  chiefly  aimed  at  the  rich  but 
end  up  clobbering  the  poor.  A  value-added 
tax  of  16%  was  slapped  on  various  forms  of 
public  transport.  In  Mexico  City  the  under¬ 
ground  “metro”  fare  had  already  gone  up 
before  Christmas,  a  66%  increase  from  3  pe¬ 
sos  (23  cents)  to  5  pesos.  As  part  of  a  govern¬ 
ment  drive  to  fight  obesity  (see  box)  the 
new  levies  also  include  a  tax  of  1  peso  per 
litre  on  soft  drinks  and  an  8%  levy  on  some 
particularly  calorific  foods. 

Such  increases  may  look  like  small 
change.  The  central  bank  says  private-sec¬ 
tor  forecasters  expect  them  to  push  up  in¬ 
flation  only  mildly  in  2014,  to  3.9%.  How¬ 
ever,  they  form  part  of  a  pattern  of  price 
rises  in  recent  years  that  have  helped  keep 
the  number  of  poor  in  Mexico  stubbornly 
high-at  about  53m  in  2012,  or  45.5%  of  the 
population,  according  to  Coneval,  Mexi¬ 
co’s  social-development  council. 

Coneval’s  figures  up  to  the  third  quarter 
of  2013  show  that  the  proportion  of  people 
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who  cannot  afford  the  minimum  amount 
of  food  for  basic  well-being  has  risen  by 
about  13%  nationwide  since  2010-and  by 
more  than  that  in  urban  areas.  The  price  of 
that  minimum  basket  of  food  has  risen  by 
21%  in  that  period,  to  the  equivalent  of  just 
under  40  pesos  a  day.  (The  minimum  wage 
in  Mexico  City  is  67  pesos  a  day.) 

Higher  food  prices  eat  into  everyone’s 
income  (see  chart).  But  they  hit  the  poor 
particularly  hard.  According  to  inegi,  the 
national  statistics  agency,  the  bottom  50% 
of  the  income  scale  spend  almost  half  of 
what  they  earn  on  food.  The  top  10%  spend 
less  than  a  quarter. 

In  theory,  says  Christopher  Wilson  of 
the  Mexico  Institute  at  the  Wilson  Center 
in  Washington,  DC,  the  new  tax  increases 
could  go  towards  anti-poverty  pro¬ 
grammes,  helping  to  redress  the  balance. 

Diabetes  in  Latin  America 

Unskinny  genes 


IF  STRAINING  waistlines  were  still  a 
sign  of  prosperity,  Mexicans  would  be 
rich.  These  days,  girth  is  more  likely  to 
signal  sickness.  Diabetes  is  a  particular 
scourge.  The  type-2  (or  late-onset)  variety, 
which  is  linked  to  obesity,  is  thought  to 
afflict  11m  Mexicans.  It  kills  73,000  of 
them  a  year,  seven  times  as  many  as 
organised  crime. 

Lack  of  exercise  and  a  penchant  for 
fatty  treats  and  fizzy  drinks-of  which 
Mexicans  quaff  40%  more,  on  average, 
than  Americans  do-are  largely  to  blame. 
But  that  does  not  explain  why,  despite 
similar  obesity  rates,  nearly  one  in  six 
Mexican  adults  is  diabetic  but  less  than 
10%  of  those  north  of  the  border  are. 

Scientists  have  long  suspected  that 
genes  are  at  work.  Writing  in  the  journal 
Nature,  researchers  for  the  appositely 
named  Slim  Initiative  in  Genomic  Medi¬ 
cine  for  the  Americas  (sigma)  have  now 
fingered  a  culprit:  a  variant  of  a  little- 
known  gene  called  SLC16A11,  which 
regulates  one  of  the  ways  that  fat  is  stored 
in  cells.  Inherit  a  copy  from  one  parent 
and  your  risk  of  diabetes  rises  by  25%. 

Get  one  from  both  and  it  rises  by  50%. 

Researchers  at  the  consortium- 
named  after  Carlos  Slim,  a  Mexican 
telecoms  mogul  and  its  biggest  benefac¬ 
tor-found  at  least  one  copy  in  half  of  the 
genomes  of  the  8,ooo-odd  Mexicans 
living  in  Mexico  City  and  Los  Angeles 
they  looked  at  (some  diagnosed  with 
type-2  diabetes,  others  healthy).  The 
variant  seems  to  come  from  the  cohort’s 
Native  American  ancestors.  Indeed,  it  is 
all  but  absent  from  better-studied  Euro¬ 
pean  and  African  genomes,  one  reason  it 


The  Economist  January  4th  2014 

But  “the  fiscal  reform  has  been  much  more 
focused  on  the  income  side  rather  than  the 
spending  side,”  and  it  remains  an  open 
question  how  the  money  will  be  spent. 

Manuel,  a  grey-haired  54-year-old  sift¬ 
ing  through  the  rubbish  at  the  wholesale 
market  for  scraps  of  cardboard  to  sell,  and 
tomatoes  for  his  wife  to  make  soup,  says  he 
receives  no  government-income  support, 
though  he  does  get  health  benefits.  He  says 
the  higher  bus  and  metro  fares  mean  he 
has  to  spend  longer  hours  each  day  scav¬ 
enging.  The  new  soft-drinks  tax  means  he 
will  switch  from  his  favourite  Pepsi  cola  to 
a  cheaper  brand,  Red  Cola.  If  it  all  becomes 
too  expensive,  he  says  he  will  give  up  cola 
and  drink  water.  That,  at  least,  would  par¬ 
tially  vindicate  the  government’s  new 
“sin-taxes”,  even  if  it  gives  Manuel  even 
less  to  celebrate  this  new  year.  ■ 


had  not  been  spotted  earlier.  The  Native 
Americans,  in  turn,  appear  to  have  inher¬ 
ited  it  from  Neanderthals:  a  version  of 
the  gene  was  recently  discovered  in 
Neanderthal  remains  in  Russia. 

Most  non-African  humans  carry 
around  2%  of  Neanderthal  dna,  the 
result  of  interbreeding  when  both  spe¬ 
cies  lived  side  by  side  in  Europe  up  to 
30,000  years  or  so  ago.  Why,  then,  did 
Native  Americans,  and  not  Europeans, 
get  stuck  with  the  diabetes  gene?  Jose 
Florez  of  Massachusetts  General  Hospi¬ 
tal,  one  of  the  paper’s  co-authors,  thinks 
the  answer  lies  in  the  Bering  Strait. 

As  small  bands  of  humans,  some 
carrying  the  gene,  headed  east,  the  var¬ 
iant  appears  to  have  spread,  leaving  one 
in  ten  contemporary  East  Asians  with  a 
copy.  The  smaller  the  initial  population, 
the  likelier  a  random  mutation  is  to  be¬ 
come  ubiquitous.  If  the  variant  had 
hitched  a  ride  with  the  pioneers  who 
crossed  the  land  bridge  from  Siberia  to 
Alaska,  it  might  have  proliferated  among 
their  offspring. 

Dr  Florez  cautions  against  genetic 
fatalism.  In  1993  Mexican  genomes  were 
no  different  to  today’s  but  diabetes  rates 
were  about  half  what  they  are  now. 

What  changed  was  diet  and  exercise. 
Now  they  know  which  gene  to  look  for, 
boffins  should  be  better  able  to  diagnose 
and  treat  people  most  at  risk-cajoling 
them  to  eat  less  and  move  around  more, 
for  example.  If  Dr  Florez  is  right  about  the 
prehistory,  sigma’s  findings  will  also  be 
relevant  to  other  countries  in  the  region 
with  large  mestizo  populations  descend¬ 
ed  from  indigenous  peoples. 


New  research  suggests  a  genetic  susceptibility  to  the  disease 
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Not  long  after  voting  in  Tony  Abbott’s  team,  Australians  are  having  second  thoughts 


Australia's  new  government 

False  start 


SYDNEY 


AS  POLITICAL  honeymoons  go  Tony  Ab- 
^xbott’s  has  proved  elusive,  even  invisi¬ 
ble.  Mr  Abbott  (pictured  above)  became 
Australia’s  prime  minister  almost  four 
months  ago,  when  he  led  the  conservative 
Liberal-National  coalition  to  a  comfortable 
victory  over  an  unpopular  Labor  govern¬ 
ment.  By  the  end  of  the  year,  however,  the 
unpopularity  had  shifted  to  the  new  gov¬ 
ernment.  No  prime  minister  in  memory 
has  fallen  so  quickly  from  voters’  grace. 

Surveys  conducted  in  November  and 
December  by  Australia’s  two  main  poll¬ 
sters,  Nielsen  and  Newspoll,  both  showed 
Labor  ahead  of  the  coalition  by  52  points  to 
48.  The  coalition  won  53.5%  of  the  vote  at 
the  election  last  September  against  Labor’s 
46.5%,  after  distribution  of  second  prefer¬ 
ence  votes.  John  Stirton,  of  Nielsen,  says 
that  in  40  years  of  polling,  his  firm  has  nev¬ 
er  seen  a  swing  of  such  magnitude  against 
a  new  administration.  Governments  have 
usually  basked  in  polling  honeymoons  of 
up  to  two  years.  This  time,  the  post-elec¬ 
tion  swing  is  against  it. 

Besides  bad  polls,  problems  now  loom 
over  the  government’s  handling  of  the 
economy.  On  December  17th  a  Treasury 
update  on  the  fiscal  year  from  July  2013 
painted  a  chilling  picture.  The  budget  defi¬ 
cit  had  more  than  doubled  from  its  original 
projection  last  May  to  a$47  billion  ($42  bil¬ 
lion).  Growth  had  slowed,  and  unemploy¬ 
ment  was  forecast  to  rise  slightly,  to  6%. 
Falling  revenue  and  the  legacy  of  stimulus 


spending  under  Labor  played  some  part  in 
what  the  Treasury  called  the  “deterio¬ 
ration”.  The  Treasury  also  cited  the  new 
government’s  promised  grant  of  almost 
a$9  billion  to  the  central  bank  to  help  it 
manage  future  crises,  and  some  of  its  poli¬ 
cies  such  as  the  projected  repeal  of  a  car¬ 
bon  tax.  Mr  Abbott  has  retreated  from  his 
promise  a  year  ago  of  a  surplus  in  each  of 
his  government’s  first  three  years. 

Even  before  this  sober  reality,  the  gov¬ 
ernment  was  looking  clumsy.  Mr  Abbott’s 
apparent  insouciance  over  revelations  in 
November  that  Australia  had  spied  on  In¬ 
donesia’s  leaders  made  that  furore  worse. 
The  government  in  Jakarta  then  withdrew 
co-operation  over  dealing  with  people- 
smugglers  who  were  sending  asylum- 
seekers  in  boats  to  Australia.  This  imperils 
another  of  Mr  Abbott’s  election  promises, 
to  “stop  the  boats”. 

Damage  from  arrogant  performances 
by  two  of  Mr  Abbott’s  senior  ministers  has 
also  been  self-inflicted.  Once,  the  immigra¬ 
tion  department  revealed  numbers  and 
nationalities  of  asylum-seekers  arriving  by 
boat.  Scott  Morrison,  the  new  govern¬ 
ment’s  immigration  minister,  banned  such 
disclosures.  Instead,  flanked  by  an  army 
commander  to  highlight  the  government’s 
military-led  operation  against  boat  people, 
Mr  Morrison  holds  weekly  briefings, 
where  he  reveals  only  what  he  chooses.  In 
a  statement  on  December  27th  to  mark  the 
“first  100  days  of  Operation  Sovereign  Bor¬ 


ders”,  Mr  Morrison  declared:  “The  boats 
have  not  yet  stopped,  but  they  are  stop¬ 
ping.”  The  press  lampooned  him. 

In  November  Christopher  Pyne,  the 
education  minister,  reneged  on  the  co¬ 
alition’s  promise  to  implement  the  former 
Labor  government’s  education-finance  re¬ 
forms.  They  stemmed  from  a  report  two 
years  ago  by  David  Gonski,  a  leading  busi¬ 
ness  figure,  who  called  on  Canberra  and 
the  states  to  spend  an  extra  a$5  billion  a 
year,  especially  to  raise  public-school  stan¬ 
dards,  where  Australia  has  slipped  lower 
in  world  league  tables.  The  Abbott  govern¬ 
ment  underestimated  the  public  backlash 
to  its  ditching  of  this  popular  measure;  it 
was  forced  to  reinstate  it.  Mr  Abbott  even 
tried  to  explain  his  original  promise  as  one 
“that  some  people  thought  that  we  made”. 

Collectively,  the  government’s  perfor¬ 
mance  has  fed  voters’  long-standing 
doubts  about  Mr  Abbott.  The  doubts  have 
surfaced  in  the  conservative  Liberal  Party, 
which  Mr  Abbott  leads.  John  Fahey,  a  fi¬ 
nance  minister  in  the  former  coalition  gov¬ 
ernment,  under  John  Howard,  says  Mr  Ab¬ 
bott  was  not  “known  for  his  judgment” 
then,  and  has  not  taken  his  “best  team  into 
government”  now. 

As  opposition  leader,  Mr  Abbott  played 
tough  against  a  divided  Labor  govern¬ 
ment,  but  offered  few  sturdy  policies.  Mr 
Stirton  reckons  Australians  changed  gov¬ 
ernment  in  September  mainly  to  be  rid  of 
Labor.  Mr  Abbott,  he  says,  is  “the  least  pop¬ 
ular  opposition  leader  ever  to  be  elected  to 
the  prime  ministership”. 

Mr  Abbott  has  plenty  of  time  to  hone 
his  judgments;  the  next  election  is  due  in 
2016.  In  a  report  to  Australians  on  his  gov¬ 
ernment’s  first  100  days,  he  said  it  was 
“purposefully,  carefully  and  methodical¬ 
ly”  building  its  “policy  foundations”.  So 
far,  at  least,  voters  seem  uncertain  about 
both  the  policies  and  their  foundations.  ■ 
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Japan  and  its  neighbours 

A  slap  in  the  face 


Shinzo  Abe  takes  a  dangerous  gamble 

THE  first  visit  by  a  Japanese  prime  min¬ 
ister  in  seven  years  to  the  Yasukuni 
shrine  in  Tokyo,  made  by  Shinzo  Abe  on 
December  26th,  looks  like  a  diplomatic  di¬ 
saster.  China,  South  Korea  and  America 
had  all  made  clear  their  opposition  to  his 
going  to  a  temple  where  the  spirits  of  14 
high-ranking  war  criminals  are  enshrined, 
along  with  those  of  2.5m  other  Japanese 
war  dead.  But  Mr  Abe  had  said  he  regretted 
not  having  visited  the  shrine  during  his 
first  stint  in  the  job  in  2006-07.  He  may  well 
have  felt  he  had  little  to  lose,  and  judge 
now  that  his  decision  to  go  has  been  vindi¬ 
cated  by  the  international  reaction. 

The  Chinese  and  South  Korean  govern¬ 
ments  were  predictably  fierce  in  their  re¬ 
sponses.  A  Chinese  spokesman  accused 
Mr  Abe  of  “beautifying  aggression”,  and 
called  the  war  criminals  remembered  at 
Yasukuni  “the  Nazis  of  Asia”.  South  Korea 
expressed  “lamentation  and  rage”.  The  vis¬ 
it  ruffled  South-East  Asia,  too.  Even  Singa¬ 
pore,  which  rarely  speaks  out  on  such  is¬ 
sues,  expressed  regret  at  Mr  Abe’s  visit. 

America,  too,  was  embarrassed  and  an¬ 
gered  by  the  provocation.  Senior  officials 
of  Japan’s  closest  ally  had  urged  Mr  Abe 
numerous  times  not  to  visit  Yasukuni.  He 
may  have  hoped  that  American  annoy¬ 
ance  would  be  tempered  by  the  news  on 
December  27th  of  progress  in  winning  ap¬ 
proval  for  the  long-planned  relocation  of 


Marching  into  trouble 


its  Futenma  air  base  on  Okinawa  to  a  less 
populous  part  of  that  island.  Yet  America, 
which  kept  silent  during  six  visits  to  Yasu¬ 
kuni  by  a  former  prime  minister,  Junichiro 
Koizumi,  from  2001  to  2006,  this  time  ex¬ 
pressed  “disappointment”. 

Its  reprimand,  however,  was  fairly  gen¬ 
tle,  urging  Japan  “and  its  neighbours”  to 
work  for  better  relations.  And  Mr  Abe  may 
even  consider  the  threats  from  South  Korea 
and  China  fairly  toothless.  South  Korea’s 
president,  Park  Geun-hye,  had  already 
ruled  out  any  meeting  with  Mr  Abe.  Her 
government’s  poor  relations  with  Japan 
are  a  concern  for  America,  but  not  for  Kore¬ 
an  citizens  or  businesses. 

As  for  China,  its  government  has  nei¬ 
ther  encouraged  anti-Japanese  protests 
nor  imposed  trade  sanctions.  Indeed,  an 
editorial  in  the  normally  ultra-nationalis¬ 
tic  Global  Times  newspaper  argued  for  re¬ 
sponding  to  Mr  Abe’s  provocation  in  a 
measured  way,  and  shunning  “large-scale 
economic  sanctions”.  China  has  ruled  out 
any  summit  with  Mr  Abe.  But  tension  over 
the  disputed  Senkaku  or  Diaoyu  islands 
meant  none  was  on  the  cards  anyway. 

So  Mr  Abe’s  gamble  looks,  for  now,  to 
be  fairly  low-risk.  His  visit  to  Yasukuni 
clearly  accords  with  his  own  desire  to  free 


Japan  from  what  he  sees  as  its  humiliating, 
pacifist  post-war  constitution.  Its  timing 
was  well  calculated.  In  November  China 
announced  the  establishment  of  an  air-de¬ 
fence  identification  zone  (adiz)  in  the  East 
China  Sea  that  overlaps  with  Japan’s  own 
adiz  and  includes  the  disputed  islands, 
which  Japan  controls.  Mr  Abe  may  have 
seen  this  act  of  Chinese  assertiveness  as 
cover  for  a  nationalist  step  of  his  own. 

He  will  also  have  been  encouraged  by  a 
general  warming  towards  Japan  around 
the  region.  Since  taking  office  a  year  ago  he 
has  visited  all  ten  members  of  the  Associa¬ 
tion  of  South-East  Asian  Nations  (asean) 
and  in  December  he  hosted  a  Japan- 
asean  summit.  Even  those  asean  mem¬ 
bers  seen  as  loyal  friends  of  China,  such  as 
Cambodia,  agreed  to  a  statement  on  the 
importance  of  the  freedom  of  aviation,  an 
implicit-if  mild-rebuke  to  China. 

Concerns  about  China’s  rise  mean  that 
many  Asian  nations,  and  even  America, 
are  prepared  to  put  up  with  Mr  Abe’s  prov¬ 
ocations,  repellent  though  they  find  them. 
Ominously,  one  of  his  advisers  says  he 
might  make  a  pilgrimage  to  the  shrine  an 
annual  event.  That  Mr  Abe  appears  to  have 
got  away  with  it  this  time  is  no  guarantee 
he  would  keep  doing  so.  ■ 


Myanmar's  economy 

Reality  check 

YANGON 

Optimism  about  business  prospects  on  the  final  frontier  may  be  overblown 


THE  most  recent  edition  of  the  World 
Bank’s  annual  “Doing  Business” 
report  is  a  sobering  read  for  Myanmar.  It 
has  been  almost  three  years  since  Presi¬ 
dent  Thein  Sein  came  to  power  and 
launched  his  much-trumpeted  reform 
programme.  As  part  of  the  effort  to  recon¬ 
nect  Myanmar  to  the  global  economy,  the 
country  was  included  in  the  report  for 
the  first  time  in  2013.  Yet  the  results  show 
that  it  is  still  among  the  very  worst  coun¬ 
tries  in  the  world  to  do  business. 

It  came  182nd  out  of  the  189  countries 
surveyed,  above  such  places  as  Eritrea, 
Congo,  Libya  and  South  Sudan.  On  some 
indicators,  such  as  the  ease  of  starting  a 
business  and  enforcing  contracts,  Myan¬ 
mar  even  ranked  below  these  African 
countries.  Long  and  costly  approval 
procedures  hamper  much-needed  con¬ 
struction  work  to  rebuild  dilapidated 
infrastructure.  Burmese  electricity  is  the 
priciest  in  the  region. 

Unlike  the  military  junta  it  succeeded, 
Mr  Thein  Sein’s  government  is  ready  to 
admit  its  shortcomings  and  has  vowed  to 
improve.  Its  ministries  are  crawling  with 
foreign  consultants,  lawyers  and  accoun¬ 
tants,  dispensing  advice  on  how  Myan¬ 
mar  might  move  up  the  rankings. 


A  long  road  lies  ahead.  The  reformers 
at  the  top  are  few  in  number:  slow  pro¬ 
gress  to  date  may  show  how  weakly  the 
bureaucrats  below  them  have  committed 
to  real  change.  Although  the  government 
has  signed  up  to  various  reform-minded 
international  agreements,  such  as  the 
New  York  arbitration  convention  and  the 
Extractive  Industries  Transparency  Initia¬ 
tive,  implementing  them  is  another 
matter,  given  a  chronic  shortage  of 
trained  lawyers  and  other  professionals. 

Scepticism  about  Myanmar’s  econ¬ 
omy  also  extends  to  official  statistics. 
Officially,  it  grew  by  6.5%  in  the  fiscal  year 
beginning  in  April  2012,  and  is  expected 
to  do  even  better  this  year.  Yet  that  does 
not  chime  with  what  many  see  on  the 
ground.  David  Dapice,  an  economist  at 
Harvard  University,  argues  that  the  “sta¬ 
tistical  net”  is  so  poor  that  it  is  almost 
impossible  to  know  what  the  real  growth 
rate  is,  and  that  it  is  probably  below  the 
official  figure.  “There  is  no  systemic 
falsification,”  he  says,  as  in  the  bad  old 
days  of  the  junta,  “but  a  lot  of  underre¬ 
porting.”  Large  pinches  of  salt  are  needed 
to  season  the  diet  of  good  news  that  still 
tends  to  emanate  from  Naypyidaw,  the 
gaudy  capital  built  by  the  generals. 
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Banyan  |  Mangled  messages 


What  seems  a  petty  dispute  exposes  the  gulf  between  India  and  America 


PLENTY  of  boulders  have  blocked  the  path  to  the  closer  friend¬ 
ship  that  Indian  and  American  leaders  say  they  seek  for  their 
countries.  Civil  nuclear  co-operation,  the  issue  that  above  all 
symbolises  the  partnership  they  aspire  to,  remains  stunted  by  a 
row  over  Indian  legislation  on  the  liability  for  accidents.  Security 
ties  are  constrained  by  India’s  fear  of  being  seen  as  part  of  an 
American-led  anti-China  axis.  Trade  relations  are  fraught  with 
bickering  over  patents,  visas,  market  access  and  the  transfer  of 
technology.  In  comparison,  the  dispute  that  has  opened  the  big¬ 
gest  rift  between  the  two  countries  in  years  looks  like  a  pebble.  It 
centres  on  the  treatment  of  Devyani  Khobragade,  an  Indian  dip¬ 
lomat  in  New  York.  She  was  arrested  in  December  for  allegedly 
falsifying  documents  used  to  obtain  a  visa  for  the  Indian  citizen 
she  employed  as  a  maid  and  nanny.  She  is  accused  of  claiming  to 
pay  her  more  than  she  actually  did,  which  was  below  the  statu¬ 
tory  minimum  in  America.  She  was  freed  on  bail. 

India’s  government,  arguing  that  Ms  Khobragade,  a  consular 
official,  enjoyed  diplomatic  immunity,  was  outraged  at  both  the 
fact  and  manner  of  her  arrest.  She  was  reportedly  picked  up  out¬ 
side  her  daughter’s  school  in  Manhattan  and  subjected  in  her 
words,  to  the  “indignities  of  repeated  handcuffing,  stripping  and 
cavity  searches,  swabbing,  in  a  hold-up  with  common  criminals 
and  drug  addicts”.  The  prosecutor  in  Manhattan  has  denied 
some  of  this,  and  insisted  she  was  “accorded  courtesies  well  be¬ 
yond  what  other  defendants. .  .are  accorded”.  But  for  Indian  poli¬ 
ticians  and  commentators  it  all  amounted  to  a  scandalous  breach 
of  diplomatic  protocol  and  an  almost  calculated  insult  to  Indian 
dignity  The  case,  thundered  Salman  Khurshid,  the  foreign  minis¬ 
ter,  “is  no  longer  about  an  individual.  It  is  about  our  sense  of  self 
as  a  nation  and  our  place  in  the  world.” 

Indian  fury  mounted  when  it  emerged  that  the  family  of  the 
nanny,  Sangeeta  Richard,  had  been  spirited  out  of  India  with 
American  assistance,  to  protect  them  from  alleged  harassment. 
America’s  secretary  of  state,  John  Kerry,  called  India’s  national 
security  adviser,  Shivshankar  Menon,  to  express  regret  for  the 
way  the  arrest  was  handled.  But  no  formal  apology  was  offered. 
This  week  it  was  reported  that  the  prosecution  will  go  ahead,  and 
that  the  State  Department  has  yet  to  approve  India’s  request  to 
transfer  Ms  Khobragade  to  a  new  job  in  India’s  mission  at  the  Un¬ 


ited  Nations,  removing  any  doubt  about  her  diplomatic  status. 

Following  the  petty  tit-for-tat  in  which  diplomats  everywhere 
are  schooled,  India  has  taken  reprisals:  the  security  roadblocks 
outside  the  American  embassy  in  Delhi  were  removed;  investiga¬ 
tions  are  under  way  into  what  American  diplomats  paid  their  do¬ 
mestic  staff;  import  clearances  for  the  American  embassy  were 
halted.  At  least  no  one,  so  far,  has  followed  through  the  sugges¬ 
tion  from  a  senior  politician  that  the  same-sex  partners  of  some 
diplomats  should  be  arrested  for  flouting  India’s  newly  reinstat¬ 
ed  ban  on  homosexuality. 

The  government’s  strong  stance  seemed  to  reflect  genuine 
popular  anger.  It  helped,  perhaps,  that  Ms  Khobragade  was  an  at¬ 
tractive  heroine,  an  Indian  success  story.  She  is  a  Dalit,  a  member 
of  the  group  at  the  foot  of  the  Indian  caste  system  once  known  as 
untouchables  and  still  often  victims  of  discrimination.  Most  edu¬ 
cated  Indians,  having  had  servants  at  home  themselves,  seemed 
to  have  an  instinctive  understanding  of  the  case.  They  believed 
that  a  streetwise  servant,  looking  for  a  better  life  in  America,  had 
schemed  against  her  employer  and  had  succeeded  in  duping 
gullible  American  do-gooders. 

That  the  main  American  protagonist  in  the  saga,  the  New  York 
prosecutor,  Preet  Bharara,  is  of  Indian  origin  in  some  ways  has 
made  matters  worse.  In  a  post  on  the  Times  of  India  website  Swa- 
pan  Dasgupta,  a  commentator,  wrote  that  the  episode  has  made 
Indians  at  home  and  those  who  live  in  the  West  turn  on  each  oth¬ 
er.  The  Indian  press  has  portrayed  Mr  Bharara  as  an  ambitious 
would-be  politician  looking  for  high-profile  cases  to  boost  his  ca¬ 
reer.  He  was  already  well  known  for  the  prosecution  of  ethnic  In¬ 
dians  in  an  insider-trading  case.  Indians  in  America,  in  contrast, 
have  by  and  large  applauded  Mr  Bharara  for  trying  to  enforce 
American  laws.  They  have  chosen  the  values  of  their  adopted 
home  over  their  ancestral  one. 

Those  new  values,  as  Mr  Bharara  put  it,  include  holding  “ac¬ 
countable  anyone  who  breaks  the  law-no  matter  what  their  so¬ 
cietal  status  and  no  matter  how  powerful,  rich  or  connected  they 
are.”  And  Ms  Khobragade  is  indeed  well-off.  Among  various 
properties  she  owns  is  one  in  a  development  in  Mumbai,  Adarsh, 
which  was  the  centre  of  a  scandal  because,  though  built  for  army 
families,  many  units  were  bought  cheaply  by  the  well-connected. 

Victim  mentality 

So  for  Mr  Bharara  and  many  other  Americans,  the  victim  in  this 
story  is  not  the  humiliated  Ms  Khobragade  but  her  allegedly  mis¬ 
treated  servant,  Ms  Richard.  He  has  queried  why,  with  so  much 
Indian  outrage  gushing  over  the  case,  so  little  has  been  spent  on 
her.  Ms  Khobragade  is  the  third  Indian  diplomat  in  New  York  to 
run  into  trouble  in  recent  years  over  the  employment  of  servants. 
So  one  explanation  offered  for  the  strength  of  the  reaction  to  this 
case  is  that  India  is  scared  of  class-action  lawsuits  from  hundreds 
of  underpaid  servants  in  America.  To  most  Indians-servant  and 
employer  alike-the  New  York  minimum  of  $7.25  an  hour  (raised 
this  week  to  $8)  would  seem  an  inconceivable  fortune. 

It  would  be  wrong  however  to  interpret  Indian  rage  over  Ms 
Khobragade’s  misfortunes  merely  as  a  defence  of  the  inalienable 
human  right  of  the  Indian  well-to-do  to  exploit  domestic  labour. 
Rather,  at  a  time  when  America  insists  it  sees  India  as  an  equal 
partner,  the  cack-handed  manner  of  the  arrest  fuelled  the  resent¬ 
ment  India  feels  at  still  being  patronised,  bullied  and  lectured  by 
the  superpower.  It  feels  treated,  in  other  words,  rather  like  a  do¬ 
mestic  servant.  ■ 
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Local-government  debt 

Counting  ghosts 


HONG  KONG 

China  opens  the  books  of  its  big-spending  local  governments 


IN  MANY  countries,  governments  strug¬ 
gle  to  contain  their  debt.  In  China,  the  au¬ 
thorities  struggle  even  to  count  it.  Last  Au¬ 
gust  and  September,  54,400  auditors 
fanned  out  across  the  country,  quizzing  lo¬ 
cal  officials,  scrutinising  their  books  and 
inspecting  their  pet  projects  in  an  effort  to 
tally  the  Chinese  government’s  liabilities. 
They  went  from  top  to  bottom,  examining 
31  provincial-level  governments  (which 
are  typically  responsible  for  tens  of  mil¬ 
lions  of  people),  391  cities  (often  home  to  a 
million  or  more),  2,778  counties  (with  pop¬ 
ulations  of  hundreds  of  thousands)  and 
over  33,000  townships  (which  are  typical¬ 
ly  home  to  about  10,000  people).  Never 
has  so  much  been  audited  by  so  many. 

The  results  appeared  on  December 
30th.  They  showed  a  worrying  increase  in 
the  size  and  variety  of  China’s  local-gov¬ 
ernment  debt  since  2010  as  the  ambitions 
of  local  officials,  for  additional  roads, 
bridges,  utilities,  homes,  lucrative  business 
hubs  and  unoccupied  ghost  towns,  far  out¬ 
stripped  their  revenues.  But  such  excesses 
are  not  shared  by  the  central  government. 
China’s  government  as  a  whole  is  able  to 
sustain  its  debts  without  undue  strain  on 
the  economy.  The  question  is  whether  the 
new  leadership  is  still  happy  to  do  so. 

The  audit  showed  that  China’s  local 
governments  (and  the  investment  vehicles 
they  sponsor)  owed  10.9  trillion  yuan  ($1.8 
trillion)  at  the  end  of  June.  They  had  also 
guaranteed  several  trillion  yuan  of  debt 


explicitly  and  another  4.3  trillion  implicit¬ 
ly.  Adding  these  three  figures  together 
yields  a  total  of  17.9  trillion  yuan,  or  about  a 
third  of  China’s  gdp.  But  the  National  Au¬ 
dit  Office  (nao)  itself  was  careful  not  to 
add  these  three  figures  together.  The  debt 
guarantees,  it  pointed  out,  are  only  “con¬ 
tingent”  liabilities:  they  will  land  in  offi¬ 
cials’  laps  only  if  bad  things  happen,  and 
bad  things  do  not  always  happen. 

Based  on  past  experience,  the  nao  be¬ 
lieves  local  governments  will  have  to  bear 
only  a  fraction  of  these  liabilities:  19%  of 
the  explicitly  guaranteed  debt  and  less 
than  15%  of  the  implicit  obligations.  If  the 
nao  is  right,  then  the  expected  value  of  lo- 
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cal-government  debt  shrinks  to  only  12  tril¬ 
lion  yuan  or  22%  of  gdp  (see  chart). 

Adding  the  central  government’s  debts 
would  bring  the  total  to  56%  of  gdp,  if  con¬ 
tingent  liabilities  are  taken  at  face  value,  or 
41%,  if  they  are  counted  at  their  expected 
value.  That  is  not  an  alarming  number, 
even  if  it  does  leave  out  a  few  items,  such 
as  the  state’s  pension  obligations  and  the 
debts  of  its  policy  banks. 

Moreover,  the  debt,  which  is  mostly 
held  at  home  in  China’s  own  currency,  is 
borrowed  at  interest  rates  below  the 
growth  rate  of  the  economy.  According  to 
Tao  Wang  of  ubs,  the  government  bor¬ 
rows  at  an  average  interest  rate  of  7.3%, 
compared  with  nominal  gdp  growth  of 
over  10%.  In  principle,  therefore,  China’s 
stock  of  public  debt  could  be  rolled  over  in-  • 
definitely  and  it  would  still  shrink  relative 
to  the  size  of  its  economy. 

The  nao  notes  tartly  that  the  govern¬ 
ments  of  some  countries  borrow  for  “con¬ 
sumption”,  paying  salaries  and  other  out¬ 
lays  that  leave  nothing  durable  behind. 
China’s  local  governments,  by  contrast, 
borrow  to  invest.  Over  37%  of  their  direct 
debt  financed  municipal  building  works, 
another  17%  financed  “land  overhaul  and 
preservation”  and  7%  paid  for  affordable 
housing.  Not  all  the  assets  will  yield  decent 
returns,  but  they  are  worth  something. 

Although  the  overall  levels  of  debt  ap¬ 
pear  manageable,  particular  localities  are 
clearly  overstretched.  The  nao  found  that 
three  provincial  governments,  99  cities,  195 
county-level  administrations  and  3,465 
townships  had  direct  debts  exceeding 
100%  of  their  annual  economic  output. 

Since  every  debtor  requires  a  creditor, 
overborrowing  can  be  tackled  from  two 
sides:  by  restraining  the  borrowers  or  by 
disciplining  their  lenders.  To  curb  the  bor¬ 
rowers,  China’s  leaders  will  no  doubt  fur¬ 
ther  tighten  fiscal  controls  over  lower  lev-  ►► 
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►  els  of  government.  They  have  also  said 
that  in  evaluating  local  officials  for  promo¬ 
tion,  they  will  now  consider  the  debts  they 
incur  as  well  as  the  growth  they  generate. 

China’s  regulators  have  also  tried  to  im¬ 
pose  curbs  on  lenders,  discouraging  bank 
loans  to  local-government  investment  ve¬ 
hicles,  for  example.  But  local  governments 
have  turned  instead  to  the  bond  market 
and  to  shadow  lenders,  such  as  trust  com¬ 
panies  and  securities  firms.  Bank  loans, 
which  accounted  for  three-quarters  of 
their  direct  debts  in  2010,  now  account  for 
only  half.  Bonds  make  up  11%. 

To  scare  the  creditors,  China’s  leaders 
could  let  one  of  these  bonds  go  bad.  That 
would  send  a  necessary  signal,  argues  Ste¬ 
phen  Green  of  Standard  Chartered.  By  ex¬ 
posing  creditors  to  risk,  a  default  would 
force  lenders  to  price  it  properly.  And  by 
charging  a  higher  price  for  risky  borrow¬ 
ing,  creditors  would  help  to  discourage  it. 

But  an  explicit  default  would  represent 
a  rare  gamble  for  China’s  economic  over¬ 
seers.  The  country  lacks  clear  legal  proce¬ 
dures  for  resolving  municipal  insolvency, 
such  as  America’s  “chapter  nine”  bank¬ 
ruptcy  code.  Things  could  get  messy. 

Making  a  municipal  default  more  man¬ 
ageable,  and  therefore  thinkable,  is  one  of 
the  many  tasks  facing  China’s  leaders.  The 
overhaul  of  China’s  fiscal  system  will  be 
overseen  by  a  “leading  group”  on  eco¬ 
nomic  reform.  This  week  President  Xi  Jin¬ 
ping  was  named  head  of  that  group,  a  re¬ 
sponsibility  that  might  previously  have 
fallen  to  China’s  prime  minister.  By  taking 
the  role,  Mr  Xi  again  showed  his  keenness 
to  put  his  stamp  on  the  economic  transfor¬ 
mation.  The  creditworthiness  of  China’s 
townships,  counties,  cities  and  provinces 
depends  rather  a  lot  on  one  man.  ■ 


University  admissions 

Not  educating  the 
masses 

SHANGHAI 

The  proportion  of  rural  students  at 
university  has  declined  dramatically 

CHINA’S  infamous  university  entrance 
exam,  known  as  the  gaokao,  has  long 
been  a  target  of  criticism.  Admissions  are 
based  solely  on  the  points  scored  in  one 
exam,  and  the  need  for  rote  memorisation 
does  little  to  foster  creative  minds.  Now 
the  government  has  taken  its  first  tentative 
steps  towards  reforming  the  system.  In  De¬ 
cember  it  announced  that  the  English-lan¬ 
guage  part  of  the  test  can  be  taken  several 
times,  with  the  best  score  counting.  More 
significantly,  it  said  it  would  move  towards 
an  evaluation  process  where  the  test  did 
not  make  up  100%  of  the  score,  and  would 
include  more  subjective  assessments  of, 


for  instance,  extra-curricular  activities.  De¬ 
tails  are  expected  this  year. 

Many  see  these  reforms  as  long  over¬ 
due.  But  some  educators  claim  a  move 
away  from  a  straightforward  points-based 
system  will  harm  those  who  most  need 
help  getting  into  university:  students  from 
poorer,  rural  areas. 

China’s  elite  universities  already  re¬ 
semble  their  Western  counterparts  in  one 
respect:  most  students  are  from  relatively 
well-off  backgrounds.  In  the  1970s,  50%  of 
freshmen  at  Tsinghua  University,  alma  ma¬ 
ter  of  China’s  president,  Xi  Jinping,  were 
from  poorer,  rural  areas,  according  to  Yang 
Dongping  of  Beijing  Institute  of  Techno¬ 
logy.  In  2010  that  figure  was  down  to  17%. 
Tan  Wufeng,  who  teaches  communica¬ 
tions  at  Tsinghua,  says  she  was  shocked  to 
find  her  freshman  classes  this  year  con¬ 
tained  not  one  student  from  rural  China. 

There  are  several  reasons.  Urban  educa¬ 
tion  is  better  financed.  In  Beijing  in  2011,  an¬ 
nual  expenditure  per  child  in  primary 
school  was  nearly  20,000  yuan  ($3,100) 
compared  with  just  3,000  yuan  in  Henan, 
a  poorer  province  in  central  China.  Cor¬ 
ruption  and  guanxi,  or  “connections”,  also 
play  their  part.  Many  of  the  best  high 
schools,  even  in  small  towns,  are  full  of  the 
children  of  local  officials.  Some  students 
are  admitted  to  college  because  of  who 
they  are  or  whom  they  bribe.  In  November 
an  admissions  officer  at  Renmin  Universi¬ 
ty,  an  elite  Beijing  college,  was  detained  as 
he  tried  to  flee  to  Canada  after  allegedly 
taking  millions  of  yuan  in  bribes. 

Geography  counts,  too.  Universities  set 
quotas  for  the  number  of  students  they 
will  admit  from  a  certain  province.  To  land 
one  of  the  few  spots  available,  students 
from  the  countryside  must  score  as  high  on 
the  gaokao  as  their  urban  peers,  in  spite  of 
their  often  more  basic  high-school  educa¬ 
tion.  For  this  academic  year,  Tsinghua  ad¬ 
mitted  fewer  than  200  students  from  He¬ 
nan,  which  has  a  local  population  of  100m, 
says  Shi  Yigong,  a  professor  at  the  universi¬ 
ty,  who  is  an  advocate  for  keeping  the  gao¬ 
kao.  By  contrast,  at  least  300  students  were 
admitted  from  Beijing,  which  only  has  a  lo¬ 
cal  population  of  13m. 

As  education  has  become  more  com¬ 
petitive  it  has  become  more  commercial¬ 
ised.  In  big  cities  wealthier  students  have 
better  access  to  private  tutors,  as  well  as  op¬ 
portunity  to  study  abroad  and  undertake 
helpful  extra-curricular  activities.  The  Chi¬ 
nese  government  is  trying  to  tackle  the  pro¬ 
blem  by  requiring  universities  to  increase 
the  quotas  for  rural  students. 

But  Mr  Shi  is  still  worried  that  gaokao 
reform  will  end  up  benefiting  the  elite.  He 
says  test-based  admission  criteria  may  not 
be  perfect,  but  at  least  they  provide  more 
of  a  level  playing-field  to  allow  clever  chil¬ 
dren  from  poor  areas-such  as  himself-a 
chance  of  success.  It  is  “the  fairest  system” 
for  China  at  the  moment,  he  says.  ■ 


Presidential  style 

A  new  flavour 

BEIJING 

Xi  Jinping  gets  down  with  the  people 

IN  A  first  for  a  Chinese  president,  Xi 
Jinping  made  a  New  Year’s  Day  ad¬ 
dress  to  the  nation  on  state  television. 
The  content  of  his  speech,  mainly  good 
wishes  and  appeals  for  people  to  work 
together,  broke  no  new  ground.  But  the 
format,  reminiscent  of  an  American 
president  in  the  Oval  Office,  hinted  at  a 
desire  to  find  new  ways  for  China’s 
leaders  to  interact  with  the  people. 

Mr  Xi  had  already  shown  such  in¬ 
clinations  a  few  days  earlier  when  he 
showed  up  unannounced  at  a  modest 
Beijing  eatery.  He  queued  for  a  simple 
lunch  of  pork  buns,  fried  liver  and  vege¬ 
tables,  then  carried  his  own  tray  to  sit 
with  astonished  diners,  the  tab  coming 
to  21  yuan  ($3.50),  which  he  paid  himself. 

It  may  prove  a  good  investment.  The 
response  of  state-run  newspapers  was 
predictably  upbeat,  but  even  comments 
on  China’s  often-cynical  social  media 
seemed  largely  positive. 

There  are  sceptics,  however,  who 
suspect  Mr  Xi  was  merely  posing  as  a 
man  of  the  people,  or,  worse  still,  copy¬ 
ing  foreign  politicians.  America’s  ambas¬ 
sador  to  China,  Gary  Locke,  made  a 
splash  in  2011  when  he  was  photo¬ 
graphed  carrying  his  own  bag  and  buy¬ 
ing  his  own  coffee.  Soon  after,  America’s 
vice-president,  Joe  Biden,  visited  Beijing 
and  the  restaurant  where  he  ate  had 
queues  of  people  wanting  the  “Biden  set 
meal”.  Many  have  ordered  the  “chair¬ 
man’s  set  meal”  at  Mr  Xi’s  bun  shop,  too. 

But  perhaps  Mr  Xi  was  following  an 
example  closer  to  home:  the  18th-cen¬ 
tury  Oianlong  emperor  who,  legend  has 
it,  kept  close  to  the  masses  by  donning 
commoners’  garb  and  circulating  incog¬ 
nito.  He  reigned  for  60  years. 
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Lebanon 

Will  it  hold  together? 


BEIRUT 

The  civil  war  in  neighbouring  Syria  is  putting  an  ever-greater  strain  on  Lebanon’s 
fraying  political  fabric 


UTT  7E  lurch  from  crisis  to  crisis,  with 

W  superficial  calms  in  between.  But 
the  crises  are  coming  closer  and  could 
soon  merge  into  a  single,  all-consuming 
crisis.”  So  warned  Muhammad  Shatah  last 
month.  Two  weeks  later,  on  December 
27th,  Lebanon’s  62-year-old  former  finance 
minister  and  ambassador  to  Washington 
was  dead,  killed  along  with  seven  others 
when  a  remote-controlled  bomb  punched 
a  fireball  into  his  passing  car. 

Around  the  site  of  the  blast  in  Beirut’s 
central  business  district  and  across  other 
posh  parts  of  Lebanon’s  capital,  construc¬ 
tion  cranes  loom  amid  a  ceaseless  racket  of 
pile-drivers.  Such  relentless  industry  testi¬ 
fies  to  Lebanon’s  resilience,  despite  the 
proximity  of  the  bloodbath  across  the  Syri¬ 
an  border,  barely  an  hour’s  drive  from  Bei¬ 
rut.  More  than  lm  Syrians  have  already 
fled  to  safety  here;  they  may  now  make  up 
a  quarter  of  Lebanon’s  population,  previ¬ 
ously  4m.  Syrians  now  man  the  building 
crews,  just  as  Syrian  flight  capital  and  war 
profits  largely  keep  housing  prices  high. 

But  as  Mr  Shatah  suggested  and  his 
death  underscored  (his  funeral  is  pictured 
above),  the  flimsy  barriers  that  have 
spared  this  tiny  country  from  a  far  greater 
deluge  of  woes  grow  weaker  by  the  day. 
Papered  over  for  two  decades,  the  cracks 
from  Lebanon’s  own  brutal  civil  war  of 
1975  to  1990  have  widened  and  spread.  Sy¬ 
ria  is  partly  the  cause.  As  its  popular  upris¬ 
ing  has  descended  into  a  vicious  slugging 


match  between  increasingly  chauvinistic 
sects,  tensions  have  grown  among  Leba¬ 
non’s  own  complex  religious  mix-around 
a  third  of  its  people  are  Sunni  Muslim,  a 
third  Shia  and  a  third  Christian. 

Lebanon’s  Sunnis  broadly  share  the 
rage  of  Syria’s  battered  Sunni  majority;  its 
Shias  share  the  fears  of  the  defiant  minor¬ 
ities  that  form  the  core  of  support  for 
Bashar  Assad’s  regime.  The  regional  rival¬ 
ries,  chiefly  between  Shia  Iran  and  arch- 
Sunni  Saudi  Arabia,  that  have  made  Syria  a 
proxy  war  are  also  reflected  in  Lebanon. 

For  three  decades  Iran’s  Revolutionary 
Guard  has  nurtured  and  funded  Hizbullah, 
Lebanon’s  powerful  Shia  party-cum-mili- 
tia.  Disciplined  and  ruthless,  Hizbullah  has 
in  effect  used  Shia  unity  to  gain  a  strong¬ 
hold  over  much  of  Lebanon’s  feeble  state, 
and  a  veto  over  policy.  Alarmed  by  mili¬ 
tary  setbacks  to  Mr  Assad’s  regime  earlier 
last  year,  the  party  belatedly  plunged  into 
Syria’s  fray.  Its  fighters  have  helped  relieve 
Damascus,  the  Syrian  capital,  but  at  a  pain¬ 
ful  cost.  Perhaps  500  Hizbullah  combat¬ 
ants  have  died  in  the  fighting,  say  indepen¬ 
dent  analysts,  more  than  during  the  war  it 
fought  with  Israel  in  2006. 

Politically  fractious  and  geographically 
dispersed,  Lebanon’s  Sunnis  have  no  simi¬ 
larly  dominant  militia.  And  Syria’s  strife 
has  sapped  the  influence  of  traditionally 
moderate  Sunni  leaders.  With  Lebanon’s 
current  government  unable  to  control 
arms  smuggling,  radical  Sunni  gangs  have 


Also  in  this  section 
35  A  glum  new  year  for  Arabs 

35  Self-destructing  South  Sudan 

36  Madagascar's  nervy  election 


For  daily  analysis  and  debate  on  the  Middle  East 
and  Africa,  visit 

Economist.com/world/middle-east-africa 

proliferated,  many  with  links  to  Syrian  re¬ 
bels.  Lebanon’s  Christians,  meanwhile,  re¬ 
main  split,  too.  Some  back  a  Hizbullah-led, 
pro-Syrian  political  front  known  as  March 
8th.  Others,  along  with  much  of  Lebanon’s 
diverse  but  militarily  impotent  political 
centre,  back  the  rival,  pro-Western,  Saudi- 
supported  March  14th  group,  of  which  Mr 
Shatah  was  a  figurehead. 

For  the  first  part  of  Syria’s  33-month- 
long  war,  the  stark  polarisation  in  Lebanon 
was  contained  within  its  shaky,  nominally 
democratic  politics,  bound  by  rules  that  al¬ 
lot  each  sect  a  proportion  of  government 
posts  and  powers.  Last  March  the  elected 
prime  minister,  by  tradition  a  Sunni,  re¬ 
signed  in  protest  against  Hizbullah  ob¬ 
struction.  After  much  wrangling  the  al¬ 
most  evenly  split  parliament  designated  a. 
new  prime  minister,  but  hostility  between 
the  March  8th  and  March  14th  groups  has 
so  far  prevented  him  forming  a  cabinet, 
leaving  his  predecessor,  Najib  Mikati,  to 
run  a  weakened  caretaker  government. 

But  Lebanon’s  rivalries  have  begun 
leaking  out  of  politics  and  into  violence.  In 
2013  nearly  100  Lebanese  died  in  bombings 
that  targeted-variously  and  at  a  growing 
rate  of  frequency-mosques  in  the  largely 
Sunni  city  of  Tripoli,  Shia-dominated  sub¬ 
urbs  of  Beirut  and,  in  November,  Iran’s  em¬ 
bassy.  Assassins  struck  down  a  senior  Hiz¬ 
bullah  official  as  well  as  Mr  Shatah,  whose 
death  follows  a  chain  of  killings  that  have 
punctured  the  March  14th  leadership,  start¬ 
ing  with  a  bomb  in  February  2005  that 
killed  the  faction’s  founder,  Rafik  Hariri, 
who  had  served  five  stints  as  Lebanon’s 
prime  minister. 

Sunni  radical  groups  have  claimed  re¬ 
sponsibility  for  the  attacks  on  Hizbullah, 
but  the  Shia  militia  and  its  allies  still  pin 
the  blame  broadly  on  March  14th,  the  Sun¬ 
nis’  most  popular  movement.  This  group’s 
supporters,  while  not  excluding  direct  Syri-  ►► 


The  Economist  January  4th  2014 


Middle  East  and  Africa  35 


►  an  involvement,  are  increasingly  open  in 
charging  Hizbullah  with  a  campaign  of  ter¬ 
ror  against  its  foes.  Mourners  at  Mr  Sha- 
tah’s  funeral  chanted  insults  against  Hiz¬ 
bullah,  as  one  orator  vowed  to  liberate 
Lebanon  from  “occupation  by  illegal 
arms”,  a  reference  to  complaints  that  Hiz¬ 
bullah  poses  as  a  resistance  force  against  Is¬ 
rael  while  in  reality  using  its  armed  might 
to  blackmail  weaker  political  rivals. 

Held  in  check  so  far  by  shared  memo¬ 
ries  of  Lebanon’s  descent  into  civil  war  38 
years  ago,  such  tensions  may  yet  explode. 
A  long-delayed  trial  of  four  fugitive  Hizbul¬ 
lah  men  charged  with  killing  Hariri  is  due 
to  start  in  an  international  court  in  The 
Hague  on  January  16th.  And  unless  Leba¬ 
non’s  parliament,  which  has  not  met  in 
months,  chooses  a  new  president  by  the 
spring,  the  country  will  enter  a  dangerous 
constitutional  vacuum.  “We  face  having 
no  legitimate  government  at  a  time  of  the 
greatest  challenge  to  the  Lebanese  state,” 
says  Yezid  Sayigh  of  the  Carnegie  Middle 
East  Centre  in  Beirut,  a  think-tank.  “What 
we  have  now  can’t  be  called  a  civil  war, 
and  it  may  not  become  one.  But  it  is  a  shad¬ 
ow  war.”  ■ 


South  Sudan 

Destroying  itself 
from  within 

JUBA 

Despite  desperate  peacemaking  efforts, 
the  outlook  for  South  Sudan  is  bleak 

THE  world’s  youngest  independent 
country  is  criss-crossed  with  battle 
lines.  Following  a  bloody  rupture  in  mid- 
December  between  President  Salva  Kiir 
and  his  former  vice-president,  Riek  Ma- 
char,  violence  has  spread  across  much  of 
South  Sudan.  Forces  loyal  to  Mr  Machar 
have  seized  control  of  parts  of  Jonglei  and 
all  of  oil-rich  Unity  state  as  well  as  chunks 
of  Upper  Nile,  the  other  main  oil-produc¬ 
ing  state.  Governments  in  the  region- 
mainly  those  of  Ethiopia,  Uganda  and  Ken- 
ya-are  striving  to  mediate,  so  far  without 
success.  A  ceasefire  brokered  by  the  gov¬ 
ernments  of  neighbouring  countries  on 
December  31st  in  Ethiopia  has  yet  to  be  giv¬ 
en  a  starting  date. 

Adding  to  fears  of  further  mayhem,  the 


Arab  gloom 

This  year  can’t  be  as  bad  as  the  last 


CAIRO 

The  Arab  media  look  back  on  2013  with  almost  unremitting  gloom 


T1  HE  brash  little  city-state  of  Dubai 
jovially  claims  to  have  won  a  Guin¬ 
ness  record  for  the  world’s  biggest-ever 
fireworks  display,  but  other  Arab  capitals 
greeted  the  new  year  with  gloom  rather 
than  glee.  From  Cairo  to  Beirut  and  Da¬ 
mascus  to  Baghdad,  the  historic  hubs  of 
Arab  civilisation,  commentary  on  the 
past  year  was  uniformly  blealc-and  the 
prognosis  for  the  coming  one  laden  with 
doom,  too. 

In  a  provocative  editorial,  Ghassan 
Charbel,  editor  of  Al-Hayat,  a  London- 
based  Arabic  daily,  spelt  out  unvarnished 
truths  he  ascribed  to  an  unnamed  senior 
politician.  We  should  drop  all  pretence, 
suggested  Mr  Charbel’s  anonymous 
interlocutor.  We  should  admit  that  the 
Arab  spring’s  toppling  of  dictators  has 
simply  split  our  flimsy  nations  into  clash¬ 
ing  sects  and  tribes.  We  should  admit  that 
the  struggle  for  Palestine  has  faded  from 
our  thoughts,  that  our  own  squabbling 
has  granted  Israel  its  greatest  victory  yet 
without  the  loss  of  a  single  soldier,  and 
that  the  central  struggle  for  us  now  is  the 
one  between  Sunnis  and  Shias.  After  all 
this  blood  and  slaughter,  from  Iraq  to 
Syria  and  beyond,  we  should  admit  that 
we  Arabs  no  longer  want  to  live  together. 

Walid  al-Bunni,  a  veteran  Syrian 
human-rights  activist,  penned  an  equally 


despairing  summary  for  the  news  web¬ 
site  AlUSyria.  “Must  we  wait  until  com¬ 
plete  exhaustion  in  a  hideous  sectarian 
war  so  that  the  survivors  can  at  last  con¬ 
clude  that  this  is  a  war  no  one  can  win, 
and  that  fanaticism  on  both  sides  brings 
nothing  but  death,  backwardness  and 
misery,  and  only  then  realise  that  the 
only  kind  of  shared  victory  is  one  that 
comes  through  living  together  and  open¬ 
ness  and  democracy?” 

An  Egyptian  columnist,  Bilal  Fadl, 
writing  in  a  Cairo  daily,  Al-Shorouk, 
addressed  an  open  letter  to  a  friend,  an 
activist  from  Egypt’s  2on  revolution,  now 
languishing  in  prison:  “I  write  to  you  on 
the  last  day  of  this  dismal  year,  when  the 
dreams  of  Egyptians  for  a  civil  state  that 
would  bring  freedom,  dignity  and  social 
justice  turned  into  nightmares.  We  now 
live  in  the  shadow  of  a  regime  that  is 
martial  in  its  head,  repressive  in  its  arms, 
civilian  in  its  skin,  granting  freedom  only 
to  those  who  applaud  it.” 

Karl  Sharro,  a  Lebanese-Iraqi  architect 
living  in  London  whose  whimsical  sat¬ 
ires  have  a  wide  internet  following,  tried 
a  lighter  approach,  paraphrasing  Woody 
Allen.  “I  wish  I  had  some  kind  of  positive 
message  to  end  the  year  with,”  he  wrote 
on  Twitter.  “I  don’t.  Would  you  take  two 
negative  ones?” 


“white  army”,  so  called  because  its  Lou 
Nuer  tribesmen  daub  themselves  in  white 
ash,  is  also  on  the  march.  Columns  several 
thousand  strong  are  reported  to  be  con¬ 
verging  from  the  eastern  reaches  of  the 
bush  in  the  vast  Jonglei  state  towards  Bor, 
its  capital,  to  join  battle  against  govern¬ 
ment  forces.  As  The  Economist  went  to 
press,  the  rebels  claimed  to  control  the  city, 
which  is  only  a  few  hours’  drive  north  of 
Juba,  the  country’s  capital. 

Mr  Kiir’s  forces  still  control  all  or  most 
of  the  country’s  other  seven  states.  They 
have  the  upper  hand  in  terms  of  supplies, 
arms  and  international  support.  A  foreign 
military  adviser  who  has  worked  with 
both  men  said  that  the  president  has 
“more  options”  and  is  better  prepared  for  a 
long  conflict.  But  Mr  Machar  may  be  able 
to  hold  the  fledgling  country’s  oil  infra¬ 
structure  to  ransom.  If  he  can  chalk  up 
some  early  victories-for  instance,  by  tak¬ 
ing  and  holding  Bor-he  may  be  better 
placed  to  sue  for  peace.  As  things  stand, 
South  Sudan  may  face  a  long  civil  war. 

What  began  as  a  political  power  strug¬ 
gle  within  the  Sudan  People’s  Liberation 
Movement  (splm),  the  ruling  party,  soon 
took  on  a  lethally  ethnic  character,  pitting 
the  country’s  two  largest  communities 
against  each  other:  Mr  Kiir’s  Dinka,  the 
largest  of  South  Sudan’s  tribes,  versus  Mr 
Machar’s  Nuer.  At  a  senior  level  the  ethnic 
make-up  of  each  side  is  more  complicated; 
for  instance,  the  foreign  minister,  Barnaba 
Marial  Benjamin,  a  Nuer,  has  stayed  loyal 
to  the  Dinka  president,  whereas  the  wid¬ 
ow  of  John  Garang,  the  splm’s  Dinka 
founder,  is  said  to  prefer  Mr  Machar.  But  on 
the  ground  the  reality  has  become  brutally 
tribal;  ethnic  cleansing  has  been  let  rip. 

Violence  first  erupted  on  December 
15th,  when  Dinkas  in  the  presidential  guard 
in  Juba  sought  to  disarm  their  Nuer  col¬ 
leagues.  An  atmosphere  of  rumour  and 
paranoia  had  festered  since  July,  when  Mr 
Kiir  sacked  his  entire  government  in  a  bid 
to  limit  the  power  of  the  ambitious  Mr  Ma¬ 
char.  Once  fighting  broke  out  in  the  presi¬ 
dential  guard,  Dinkas  started  indiscrimi-  ►► 
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►  nately  attacking  Nuer  civilians  in  Juba,  kill¬ 
ing  scores  of  them.  From  his  shelter  under 
a  sheet  in  the  un  base  in  Juba,  Cornelius 
Khan,  a  Nuer,  describes  how  Dinka  sol¬ 
diers  came  to  his  district,  searching  “house 
to  house”  for  Nuer  to  kill. 

Tit-for-tat  killings  then  spread  across  a 
country  the  size  of  France.  Two  dozen 
Dinka  officials  were  massacred  by  White 
Army  men,  along  with  two  Indian  un 
peacekeepers,  on  December  19th  in  Akobo, 
a  remote  outpost  in  Jonglei  state.  That 
prompted  more  than  180,000  people  to 
flee  their  homes;  tens  of  thousands  of 
them  have  gathered  in  Lakes  state,  north¬ 
west  of  Juba.  Medecins  Sans  Frontieres,  a 
French-founded  charity,  said  their  condi¬ 
tions  were  “verging  on  the  catastrophic”. 
Some  80,000  civilians  are  now  crowded 
into  five  un  bases,  including  more  than 
20,000  at  the  two  in  Juba. 

The  un  has  responded  by  calling  for 
5,000  more  troops,  some  of  whom  have 
begun  to  arrive,  to  bolster  the  7,500  previ¬ 
ously  deployed.  But  the  un  mission  is  de¬ 
moralised.  It  has  been  criticised  for  failing 
to  see  the  writing  on  the  wall.  Its  head, 
Hilde  Johnson,  a  Norwegian  former  gov¬ 
ernment  minister,  is  said  to  have  let  herself 
get  too  close  to  Mr  Kiir,  who  in  turn  has 
been  accused  by  Western  diplomats  of 
precipitating  the  crisis  by  falsely  charging 
Mr  Machar  with  instigating  a  coup. 

Hopes  that  regional  leaders  might  me¬ 
diate  a  ceasefire  seem  so  far  to  be  forlorn. 
Hailemariam  Desalegn,  Ethiopia’s  prime 
minister,  and  Uhuru  Kenyatta,  Kenya’s 
president,  flew  to  Juba  on  December  26th 
but  were  put  in  the  shade  by  Yoweri  Muse¬ 
veni,  Uganda’s  president,  who  threw  his 
diplomatic  and  military  weight  wholesale 
behind  Mr  Kiir.  No  representative  of  Mr 
Machar’s  camp  was  invited  to  negotia¬ 
tions  in  Nairobi,  Kenya’s  capital,  the  next 
day.  The  ensuing  communique  called  for  a 
ceasefire  but  sounded  more  like  an  ultima¬ 
tum  to  Mr  Machar.  Mr  Museveni  threat¬ 
ened  simply  to  “defeat”  Mr  Machar  mili¬ 


tarily  and  to  “go  for”  him  if  he  did  not 
submit. 

Ugandan  troops  control  the  airport  in 
Juba,  while  Ugandan  aircraft  are  said  to 
have  bombed  Mr  Machar’s  rebels  in  Jon¬ 
glei.  Mr  Museveni  seems  set  to  send  more 
troops  to  Mr  Kiir’s  aid.  It  has  been  suggest¬ 
ed  that  Mr  Museveni  may  be  eyeing  a 
chance  to  have  South  Sudan’s  oil  tran¬ 
sported  south  via  Uganda  rather  than 
north  through  the  rump  state  of  Sudan, 
whose  president,  Omar  al-Bashir,  he  has 
long  loathed.  Ethiopia’s  late  prime  minis¬ 
ter,  Meles  Zenawi,  who  died  in  2012,  was 
an  effective  counterweight  to  the  erratic 
Mr  Museveni  but  Mr  Hailemariam  may  be 
less  able  to  restrain  him.  “The  world  is  go¬ 
ing  to  miss  Meles,”  says  a  un  official  in¬ 
volved  in  previous  negotiations. 

So  far  Mr  Bashir  has  kept  warily  out  of 
the  fight.  Sudan’s  economy  depends  on  the 
royalties  it  earns  for  taking  the  south’s  oil 
to  market  via  a  pipeline  to  the  Red  Sea.  But 
if  the  conflict  drags  on,  he  could  be  tempt¬ 
ed  to  intervene  to  protect  Sudan’s  own  in¬ 
terests  in  the  oilfields,  which  are  close  to 
the  border.  In  extremis,  Mr  Machar  might 
seek  a  deal  with  Mr  Bashir  whereby  Sudan 
would  get  a  higher  fee  for  keeping  the  oil 
flowing  in  return  for  backing  Mr  Machar. 

Meanwhile,  China,  the  biggest  import¬ 
er  of  oil  from  both  Sudans,  is  co-operating 
with  the  United  States  and  key  European 
countries,  especially  Britain  and  Norway, 
as  an  honest  broker.  But  it  is  unlikely  that 
the  status  quo  can  be  restored  soon,  if  ever. 
Mr  Kiir’s  forces  are  unlikely  to  defeat  Mr 
Machar’s  fighters  outright,  however  ener¬ 
getically  Uganda  weighs  in  on  Mr  Kiir’s 
side;  after  all,  both  lots  have  decades  of  ex¬ 
perience  as  bush  guerrillas. 

If  peace  is  to  break  out,  a  new  power¬ 
sharing  arrangement  will  have  to  be  nego¬ 
tiated.  But  it  is  hard  now  to  imagine  Messrs 
Kiir  and  Machar  once  again  agreeing  to  co¬ 
habit.  Less  than  three  years  after  indepen¬ 
dence,  South  Sudan  remains  in  dire  danger 
of  being  destroyed  from  within.  ■ 


Madagascar's  presidential  election 

A  nervous  wait 


MAHAJANGA 

On  Africa’s  biggest  island,  people  are 
holding  their  breath  after  voting 

SHADED  from  the  blazing  sun,  Justin 
Mbehosoa  Sambon  enjoys  a  respite 
from  hacking  away  at  fragments  of  stone 
he  sells  to  building  contractors  putting  up 
houses  in  the  nearby  coastal  town  of  Ma- 
hajanga.  The  builders’  lorries  have  come 
less  and  less  often  of  late.  “Time  advances, 
but  life  moves  backward,”  he  says.  Like 
most  of  Madagascar’s  poor,  he  and  his  four 
children  eat  sparingly.  Asked  if  he  expects 
the  country’s  recent  presidential  election 
to  improve  his  lot,  he  musters  a  weak 
shake  of  the  head  and  a  bitter  smile. 

Some  Malagasy  have  let  a  bit  more  sun¬ 
light  filter  into  their  forecasts  since  the  final 
round  of  a  presidential  election  on  Decem¬ 
ber  20th,  whose  results  are  due  to  be  an¬ 
nounced  on  January  3rd.  “I  have  hope,  but 
not  confidence,”  offers  a  school  adminis¬ 
trator  outside  a  polling  station  in  the  capi¬ 
tal,  Antananarivo.  She  says  she  cast  her 
ballot  for  Hery  Rajaonarimampianina,  a 
former  finance  minister  backed  by  the  cur¬ 
rent  president,  Andry  Rajoelina,  who 
seized  power  from  Marc  Ravalomanana  in 
a  coup  in  2009.  From  his  exile  in  South  Af¬ 
rica,  Mr  Ravalomanana  backs  the  other 
run-off  candidate,  Jean  Louis  Robinson,  a 
former  health  minister.  Under  internation¬ 
al  pressure,  Messrs  Rajoelina  and  Ravalo¬ 
manana  were  barred  from  running  again. 
But  their  proxies  beat  31  other  candidates 
in  October  to  reach  the  December  run-off.  • 
The  lack  of  cheer  among  the  Malagasy 
is  understandable.  After  the  coup,  foreign 
donors  slashed  aid,  which  had  previously 
provided  for  40%  of  the  government  bud¬ 
get.  The  economy  stalled.  In  2008,  seven  in 
ten  Malagasy  lived  on  less  than  $2  a  day. 
Now  more  than  nine  in  ten  do.  As  if  the 
butt  of  some  cruel  joke  from  above,  the 
country  has  simultaneously  been  hit  by  its 
worst  plague  of  locusts  since  the  1950s. 

The  Malagasy  hope  that  international 
donors  will  unlock  their  coffers,  now  that 
domestic  and  foreign  monitors  have  de¬ 
clared  the  vote  clean.  But  the  interlude  be¬ 
fore  the  result  is  announced  made  people 
jumpy.  The  release  of  early  returns  has  set 
off  a  nasty  round  of  sniping  between  the 
competing  camps.  Preliminary  results  put 
the  polysyllabic  Mr  Rajaonarimampia¬ 
nina  ahead.  Mr  Robinson,  who  has  repeat¬ 
edly  raised  questions  of  fraud,  looks  set  to 
launch  a  volley  of  legal  challenges.  Most 
Malagasy  have  little  appetite  for  another 
crisis  after  five  years  of  deadlock  between 
the  country’s  political  elites.  They  may  get 
one  all  the  same.  ■ 


Not  yet  much  sign  of  that  ceasefire 


Turkish  politics 

No  longer  a  shining  example 


ISTANBUL 

Turkey’s  government  disappoints  because  of  allegations  of  sleaze  and  its 
increasingly  authoritarian  rule 


GOVERNMENTS  fall  in  Turkey  either  be¬ 
cause  they  are  massively  corrupt  or 
because  generals  boot  them  out  (or  both). 
In  2002,  fed  up  with  the  greed  and  inepti¬ 
tude  of  the  country’s  secular  parties,  vot¬ 
ers  chose  Recep  Tayyip  Erdogan  as  prime 
minister  as  they  propelled  his  mildly  Is¬ 
lamist  Justice  and  Development  (aic)  Party 
into  government.  A  decade  on,  ak,  which 
means  “white”  or  “pure”  in  Turkish,  has 
proven  not  to  be  so  exceptional  after  all 
and  finds  itself  mired  in  one  of  the  biggest 
graft  scandals  in  recent  history. 

On  December  17th  the  police  arrested 
around  50  people  on  suspicion  of  tender 
rigging,  covert  gold  transfers  to  Iran  and 
bribery.  They  included  the  sons  of  three 
cabinet  ministers,  an  ak  mayor,  and  the 
general  manager  of  Turkey’s  second  big¬ 
gest  state  lender,  Halkbank,  in  whose 
home  police  found  $4-5m  crammed  into 
shoeboxes.  The  probe  drew  closer  to  Mr  Er¬ 
dogan  when  prosecutors  ordered  a  second 
raid  that  would  have  netted  his  son,  who  is 
alleged  to  have  enriched  himself  through 
shady  property  deals.  Mr  Erdogan  re¬ 
sponded  by  reassigning  hundreds  of  po¬ 
lice  chiefs,  sacking  a  prosecutor  involved  in 
the  investigation  and  rewriting  laws  in 
ways  that  would  allow  the  government  to 
stop  corruption  probes  against  its  own.  For 
a  public  already  on  the  edge,  thanks  to  Mr 
Erdogan’s  increasingly  authoritarian  ten¬ 


dencies,  none  of  this  is  reassuring. 

A  cabinet  reshuffle  that  saw  the  dis¬ 
missal  of  ministers  whose  sons  are  in  jail, 
and  of  Egemen  Bagis,  the  minister  for  Euro¬ 
pean  affairs  who  was  also  caught  up  in  the 
scandal,  has  not  muted  the  public  outcry. 
Meanwhile  the  markets’  confidence  (vital 
for  Turkey,  which  depends  on  capital  in¬ 
flows)  has  been  shaken.  The  Turkish  lira 
tumbled  by  5%  against  the  dollar  and  Istan¬ 
bul’s  stockmarket  shed  10%  of  its  value. 

On  December  31st  Hasan  Harmi  Yildi- 
rim,  an  ai<  mp,  resigned  in  protest  at  what 
he  called  the  insults  made  by  Mr  Erdogan 
against  Fethullah  Gulen,  a  hard-nosed 
imam  who  runs  a  global  empire  of 
schools,  media  outlets  and  charities  from 
Pennsylvania.  This  increased  the  number 
of  recent  departures  from  ak,  which  is  riv¬ 
en  by  internecine  strife,  to  seven.  Even  so,  a 
full-scale  split  does  not  seem  likely. 

Mr  Erdogan’s  renewed  tirades  against 
“foreign  mischief-makers”,  led  by  Israel 
and  America,  whom  he  blamed  for  anti¬ 
government  protests  in  June,  seem  increas¬ 
ingly  desperate.  He  now  claims  that  the 
corruption  charges  were  cooked  up  by 
these  forces  and  their  local  collaborators 
from  the  powerful  Muslim  fraternity  led 
by  Mr  Gulen.  Few  doubt  that  many  of  the 
prosecutors  and  policemen  involved  in  the 
case  are  loyal  to  Mr  Gulen  and  may  be  mo¬ 
tivated  by  revenge.  Calling  them  “a  parallel 


Also  in  this  section 
38  Terrorism  in  Russia 

38  Sex  roles  in  Germany 

39  The  Danish  prime  minister 

40  EU  migration 
Charlemagne  is  on  holiday 


For  daily  analysis  and  debate  on  Europe,  visit 

Economist.com/europe 

state”,  Mr  Erdogan  has  been  purging  fol¬ 
lowers  of  Mr  Gulen  from  state  institutions. 
He  has  vowed  to  phase  out  thousands  of 
crammers  owned  by  Mr  Gulen’s  move¬ 
ment,  known  as  Hizmet.  These  act  as  its 
prime  recruiting  ground  and  cash  cow. 
“They  have  collected  sex  tapes  to  black¬ 
mail  our  party  members,”  claimed  a  senior 
ak  official.  Hizmet  members  angrily  deny 
this.  Yet  videos  purporting  to  show  people 
close  to  Mr  Erdogan  engaged  in  extramari¬ 
tal  bedroom  romps  have  been  making  the 
rounds. 

Ironically,  Hizmet  and  aic  were  until  re¬ 
cently  allied  in  the  fight  to  defang  Turkey’s 
generals.  Gulen-linked  prosecutors  and 
police  are  widely  believed  to  have  rigged 
evidence  in  the  Ergenekon  case  that 
helped  convict  hundreds  of  generals  and 
other  senior  officers  for  allegedly  plotting  a 
coup.  Mr  Erdogan  didn’t  seem  to  mind 
then,  but  now  bitterly  complains  about  the 
infiltration  of  the  judiciary  by  Gulenists. 

The  crisis  is  not  just  about  a  power 
struggle  between  ak  and  the  Gulenists.  It 
highlights  the  chronic  weaknesses  of  Tur¬ 
key’s  wobbly  democracy:  a  shackled  me¬ 
dia;  a  politicised  judiciary;  a  flawed,  illiber¬ 
al  constitution;  and  a  lack  of  independent 
scrutiny  of  public  accounts.  Re-elected  in 
2011,  Mr  Erdogan  had  a  real  chance  to  fix 
these  shortcomings.  His  failure  to  do  so  has 
left  his  more  liberal  supporters  feeling  frus¬ 
trated  and  betrayed.  His  increasingly  au¬ 
thoritarian  rule  has  prompted  compari¬ 
sons  to  Vladimir  Putin,  Russia’s  president. 

It  now  seems  that  Mr  Erdogan’s  main  goal 
is  to  plot  his  path  to  the  presidency  when  it 
comes  free  in  August. 

The  latest  ructions  make  it  less  likely 
that  he  can  fulfil  his  presidential  dreams. 
Much  depends  on  the  outcome  of  the  na¬ 
tionwide  municipal  polls  that  will  be  held  ►► 
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►  in  March.  The  main  opposition,  the  pro¬ 
secular  Republican  People’s  Party  (chp), 
believes  it  now  has  a  real  chance  of  taking 
Istanbul,  the  country’s  largest  city.  And  the 
Gulenists  suggest  they  may  back  the  chp. 
Mr  Erdogan’s  safest  bet,  it  seems,  would  be 
to  call  snap  elections  and  run  for  a  fourth 
term.  He  would  need  to  change  ak’s  rule 
of  a  maximum  of  three  terms  to  do  so.  But 
the  way  things  are  going,  parliamentary 
immunity  (from  prosecution)  may  prove 
Mr  Erdogan’s  only  way  out. 

Yet  those  now  clamouring  for  ak’s  de¬ 
mise  should  think  long  and  hard.  The  chp 
remains  weak  and  divided.  Nobody 
knows  just  what  it  stand  for,  least  of  all  its 
leaders.  The  antediluvian  far-right 
Nationalist  Action  Party  is  even  worse.  The 
country’s  Kurds  would  surely  want  the  ak 
to  remain  in  charge,  because,  for  all  his 
faults,  Mr  Erdogan  is  the  first  Turkish  leader 
to  talk  openly  to  Abdullah  Ocalan,  the  im¬ 
prisoned  Kurdish  rebel  boss.  A  ceasefire 
struck  in  March  is  still  holding. 

When  Turks  next  go  to  the  polls  they 
will  probably  have  to  choose  the  lesser 
evil.  That  is  still  likely  to  be  the  ak.  ■ 


Terrorism  in  Russia 

Will  there  be 
more? 

Russians  feel  vulnerable  after  two 
bombings  in  Volgograd 

IT  WAS  always  a  question  of  when  rather 
than  if.  Russia  has  been  bracing  itself  for 
an  attack  since  July,  when  Doku  Umarov, 
the  self-proclaimed  emir  of  the  northern 
Caucasus  and  a  Chechen  terrorist  leader, 
pledged  to  disrupt  the  Sochi  winter  Olym¬ 
pics  and  lifted  a  moratorium  on  civilian 
targets  in  Russia  that  he  had  imposed  in  the 
wake  of  anti-government  protests  in  De¬ 
cember  2011.  Yet,  the  audacity  and  the 
deadly  choreography  of  the  twin  suicide 
bombings  in  the  southern  city  of  Volgo¬ 
grad  on  December  29th  and  30th  stunned 
the  country. 

The  first  bomb  went  off  at  a  railway  sta¬ 
tion,  one  of  the  most  closely  guarded 
places  in  the  city;  less  than  24  hours  later, 
the  second  ripped  through  a  trolleybus  in 
the  morning  rush-hour  within  a  mile  and  a 
half  of  the  first  one.  The  death  toll,  so  far,  is 
34  people,  including  two  children.  Another 
50  people  remain  in  hospital,  some  in  criti¬ 
cal  condition.  This  was  the  third  attack  in 
Volgograd  in  three  months.  In  October  a  fe¬ 
male  suicide  bomber  killed  six  people  on  a 
Moscow-bound  bus. 

The  choice  of  Volgograd  is  not  acciden¬ 
tal.  Once  known  as  Stalingrad,  it  was  a 
symbol  of  Soviet  resistance  during  the  sec¬ 
ond  world  war.  But  it  is  also  an  important 


transportation  hub  and  400  miles  away 
from  Sochi  where  Russia  will  host  the  win¬ 
ter  Olympics  in  six  weeks. 

The  attacks  have  brought  back  vivid 
memories  of  the  apartment  bombings  in 
Moscow  and  other  Russian  cities  in  Sep¬ 
tember  1999.  The  ensuing  war  in  Chech¬ 
nya,  the  second  in  five  years,  consolidated 
the  country  around  Vladimir  Putin,  a  for¬ 
mer  kgb  officer  who  famously  promised 
“to  rub  out  [Chechen  insurgents]  in  shit- 
houses”.  Mr  Putin  celebrated  the  new  year 
of  2000,  and  the  beginning  of  his  rule,  in  a 
helicopter  flying  over  Chechnya.  Fourteen 
years  later,  he  was  again  in  the  air  flying  to 
Volgograd  to  deal  with  the  lingering  conse¬ 
quences  of  that  war. 

Mr  Putin  used  the  Chechen  war  to  justi¬ 
fy  rolling  back  the  autonomy  of  Russia’s  re¬ 
gions  as  well  as  civic  freedom.  He  relied  on 
present  and  former  military  and  security 
men,  who  accumulated  enormous  politi¬ 
cal  and  economic  power  and  have  done  lit¬ 
tle  to  integrate  the  northern  Caucasus 
more  closely  into  Russia.  While  Chechnya 
was  pacified,  the  conflict  spread  to  other 
republics  and  degenerated  into  a  simmer¬ 
ing  civil  war.  As  International  Crisis  Group 
(icg),  a  Brussels-based  ngo,  notes  in  its 
latest  report,  the  conflict  in  the  northern 
Caucasus  is  the  most  deadly  in  Europe:  at 
least  700  people  were  killed  there  in  2012. 

Over  the  past  two  decades,  the  crisis  in 
the  northern  Caucasus  has  mutated  from  a 
fight  of  separatists  into  a  global  jihad 
aimed  at  establishing  Islamist  sharia  law 
across  the  region.  Ekaterina  Sokiryan- 
skaya,  a  Caucasus  expert  at  icg,  notes  that 
unlike  previous  suicide  bombings,  which 
were  carried  out  by  Chechen  women  seek¬ 
ing  to  avenge  their  killed  relatives,  the  re¬ 
cent  attacks  are  the  work  of  ideologically 
motivated  jihadists-some  of  them  ethnic- 
Russian  men-who  are  harder  to  identify 
and  detect  than  women  in  headscarves. 
One  of  the  Volgograd  bombers  was  appar¬ 
ently  an  ethnic  Russian  man  who  con¬ 
verted  to  Islam. 

During  a  meeting  with  his  security 
chiefs  in  Volgograd  at  6am  on  January  1st 
Mr  Putin  condemned  violence  against  ci¬ 
vilians,  stressing  that  unlike  terrorists  “Rus¬ 
sian  special  units  always  do  their  utmost  in 
the  course  of  special  operations  to  protect 
civilians,  women  and  children  in  the  first 
place.”  Civil  groups  that  monitor  human- 
rights  abuses  in  the  northern  Caucasus  say 
that  neither  side  is  concerned  about  civil¬ 
ian  lives.  Moreover,  they  argue,  it  is  precise¬ 
ly  the  failures  of  the  Russian  state  and  the 
indiscriminate  use  of  violence  by  the  secu¬ 
rity  services  that  had  fuelled  radicalisation 
and  the  spread  of  Islamist  fundamental¬ 
ism  in  the  region. 

Ms  Sokiryanskaya  says  that  in  prepara¬ 
tion  for  the  Sochi  Olympics  the  Russian  se¬ 
curity  services  have  brutally  clamped 
down  on  any  form  of  legal  activity  by  Sala- 
fists,  who  follow  a  fundamentalist  form  of 
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A  shock  before  Sochi 


Islam.  In  Dagestan,  even  the  modest  at¬ 
tempts  a  few  years  ago  by  state  authorities 
to  establish  a  dialogue  with  moderate  Sa- 
lafists  have  been  abandoned:  their 
mosques  and  schools  have  been  closed 
down  and  their  spiritual  leaders  harassed. 

“We  will  remain  confident,  tough  and 
consistent  in  our  fight  to  destroy  the  terro¬ 
rists  completely,”  Mr  Putin  said  in  his  new 
year’s  speech.  For  all  the  steel  in  his  voice, 
his  words  did  not  inspire  confidence.  ■ 


Sex  roles  in  Germany 

Of  Mann  and  Frau 


BERLIN 

Most  Germans  remain  surprisingly 
traditional  in  their  views  of  the  sexes 

WHEN  an  up-and-coming  47-year-old 
man  in  public  life  suddenly  an¬ 
nounces  that  he  will  take  a  less  prestigious 
job  to  spend  more  time  with  the  family,  it 
usually  means  that  his  career  has  hit  an  un¬ 
expected  obstacle.  Jorg  Asmussen’s  case 
appears  to  be  different.  A  member  of  the 
executive  council  of  the  European  Central 
Bank  and  thus  a  high-flier  in  the  money 
world,  Mr  Asmussen  decided  last  month 
to  transfer  from  Frankfurt  to  Berlin  to  take  a 
second-tier  position  in  the  labour  ministry 
of  the  new  government.  The  reason,  he 
says,  is  that  his  partner  and  two  young 
daughters  live  there,  and  he  wants  to  be  a 
more  active  father. 

If  Mr  Asmussen  were  Scandinavian, 
hardly  anybody  would  bat  an  eyelid.  In 
Germany,  however,  he  is  now  a  subject  of 
dinner-party  discussions.  Eastern  Ger-  ►► 
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►  many,  with  its  Communist  legacy  may  be 
quite  advanced  in  some  aspects  of  gender 
equality-young  mothers  tend  to  use  child 
care  early  and  return  to  work  quickly  for 
instance.  But  western  Germany  so 
proudly  progressive  in  many  other  ways, 
remains  surprisingly  conservative  in  atti¬ 
tudes  to  gender  equality 

If  anything,  German  couples  are  getting 
more  conservative,  according  to  a  study  by 
the  Allensbach  Institute  on  Lake  Con¬ 
stance,  which  regularly  polls  Germans  on 
behalf  of  Vorwerk,  a  maker  of  household 
appliances.  Fathers  want  to  take  a  more  ac¬ 
tive  role  in  parenting,  and  they  make  more 
use  of  paternity  leave  after  a  birth  (new 
laws  are  making  this  easier).  But  that  is 
about  as  much  change  as  they  can  bear. 

In  1993, 47%  of  men  and  54%  of  women 
said  that  the  man  should  sometimes  put 
his  career  behind  his  partner’s  or  other 
family  needs,  as  Mr  Asmussen  is  now  do¬ 
ing.  In  last  year’s  poll,  only  40%  of  men 
agreed  and  48%  of  women.  In  1993, 29%  of 
men  said  they  would  move  to  another  city 
for  the  woman’s  career;  last  year  only  26% 
said  the  same.  (By  contrast,  about  half  of 
women  would  move  to  another  city  for 
their  partners.)  There  has  been  almost  no 
change  in  how  few  can  imagine  the  man 
taking  care  of  the  children  and  housework 
while  the  woman  is  the  breadwinner  (17% 
of  men  and  23%  of  women).  And  most 
men  and  women  are  still  uncomfortable  if 
the  woman  earns  more. 

The  rare  dispatches  that  are  both  public 
and  honest  from  progressive  men  on  the 
front  lines  suggest  an  explanation.  Chris¬ 
tian  Niirnberger,  an  author  married  to  a 
television  journalist,  recently  reflected  on 
his  22  years  as  a  stay-at-home  dad  of  two. 
His  wife  was  usually  unfairly  suspected  of 
neglecting  her  children,  and  he  of  being 
wimpy  and  homey.  “Soberly,”  he  con¬ 
cludes,  “after  22  years  of  fighting  for  gender 
equality,  I  have  to  acknowledge:  the  new 
man  seems  not  to  exist.  Nor  the  accompa¬ 
nying  new  woman.” 

Except  perhaps  at  the  very  top.  Not  in 
Germany’s  business  world,  to  be  sure:  The 
share  of  women  on  boards  of  public  Ger¬ 
man  companies  was  only  9.5%  in  2012. 
(The  new  government  wants  to  introduce 
quotas  to  push  change  along  a  bit.) 

Yet  in  the  new  cabinet  of  Angela  Mer¬ 
kel,  formed  last  month,  something  remark¬ 
able  has  taken  place.  Not  only  is  40%  of  the 
cabinet  female,  but  it  is  the  women  with 
children  who  are  climbing  the  fastest.  Ur¬ 
sula  von  der  Leyen  has  all  of  seven  and  is 
now  being  saluted  as  the  new  defence 
minister.  Andrea  Nahles,  the  new  labour 
minister  and  thus  Mr  Asmussen’s  new 
boss,  and  Manuela  Schwesig,  the  new  fam¬ 
ily  minister,  both  have  young  children. 
Meanwhile,  Roland  Pofalla,  Mrs  Merkel’s 
former  chief  of  staff,  said  no  to  another 
cabinet  position.  He  too  wants  to  spend 
more  time  with  the  family.  ■ 


Danish  politics 

A  tricky  start  to 
the  year 

COPENHAGEN 

A  controversial  snapshot  is  the  least  of 
the  prime  minster’s  problems 

IT  WAS  probably  the  defining  snapshot  of 
Danish  politics  in  2013:  at  Nelson  Man¬ 
dela’s  memorial  service,  the  country’s 
prime  minister,  Helle  Thorning-Schmidt, 
snapped  a  “selfie”  with  Barack  Obama,  the 
American  president,  and  David  Cameron, 
the  British  prime  minister.  The  image  went 
immediately  viral  on  the  internet. 

For  the  three  political  leaders  and  their 
fans  it  was  a  moment  of  harmless  fun.  For 
their  detractors  it  was  proof  of  unbecom¬ 
ing  frivolity  on  a  solemn  occasion. 

Like  any  seasoned  politician,  Ms 
Thorning-Schmidt  took  the  criticism  in  her 
stride  and  contrived  to  put  a  positive  spin 
on  the  event.  The  mood  was  convivial  and 
informal,  she  told  Danish  state  television 
afterwards,  and  a  friendly  relationship 
with  the  American  president  was  only  an 
advantage.  “It  would  have  been  a  problem 
for  Denmark  had  I  sat  ramrod  straight  for 
three  hours  and  never  exchanged  a  word 
with  President  Obama,”  she  said. 

Ms  Thorning-Schmidt  enjoys  few  light¬ 
hearted  moments  these  days:  even  as  she 
sat  down  between  Messrs  Obama  and 
Cameron  her  phone  brought  news  of  yet 
another  government  crisis  back  home: 
Morten  Bodskov,  justice  minister  and  stal¬ 
wart  ally,  was  resigning,  having  misled  par¬ 
liament  about  secret-service  snooping  on 
an  opposition  leader. 

Government  reshuffles  are  common  in 
a  country  where  coalitions  are  the  norm. 
But  the  frequency  with  which  Ms  Thorn¬ 
ing-Schmidt  has  been  obliged  to  shift  her 


cabinet  about  has  raised  eyebrows:  since 
she  came  to  power  in  October  2011,  the 
prime  minister  has  turned  up  at  the  palace 
five  times  to  tell  the  Danish  queen  about 
cabinet  changes. 

Villy  Sovndahl,  the  foreign  minister, 
quit  last  month  owing  to  ill  health  but  all 
the  others  had  to  go  because  of  incompe¬ 
tence,  misinforming  parliament  or  small¬ 
time  sleaze.  (Another  minister  narrowly 
escaped  the  sack  just  before  Christmas 
after  bypassing  normal  procedures  to  pro¬ 
mise  state  aid  to  a  favoured  social  project.) 
The  frequent  scandals  have  cemented  the 
electorate’s  perception  that  Denmark’s 
first  female-led  government  is  floundering. 
One  poll  published  by  Megafon,  a  research 
institute,  on  December  21st  put  the  govern¬ 
ment  and  its  allies  at  45%-a  low  score  for  a 
coalition  government .  The  growing  disen¬ 
chantment  with  Ms  Thorning-Schmidt 
herself  was  even  more  starkly  illustrated  in 
a  second  Megafon  poll  on  New  Year’s  Eve- 
just  16%  said  the  prime  minister  was  an  as¬ 
set  to  her  Social  Democratic  Party. 

With  last  year’s  economic  growth  esti¬ 
mated  at  a  measly  0.4%,  Ms  Thorning- 
Schmidt  needs  some  good  news  badly  to 
have  a  chance  of  getting  re-elected  next 
year.  A  reform  package,  widely  expected  in 
the  spring,  to  boost  private-sector  produc¬ 
tivity  by  cutting  red  tape  and  reducing  lev¬ 
ies  could  help.  But  the  improvements  will 
hardly  happen  quickly  enough  to  mollify 
unemployed  workers  facing  reduced 
benefits  and  other  sanctions  under  new 
rules  that  came  into  force  on  January  1st. 
Meanwhile,  the  public’s  unease  about  for¬ 
eigners’  access  to  Danish  jobs  and  welfare 
under  the  freedom  of  movement  rules  of 
the  European  Union  (eu)  is  on  the  rise.  As 
elsewhere  in  Northern  Europe,  this  fear 
could  translate  into  a  drubbing  for  main¬ 
stream  politicians  and  victory  for  the 
anti-EU  populists  in  elections  to  the  Euro¬ 
pean  Parliament  in  May.  ■ 


Selfie-inflicted 


40  Europe 
EU  migration 

The  gates  are  open 


LONDON  AND  SOFIA 

Rich  EU  countries  fret  about  social-benefits  tourism  after  the  lifting  of  restrictions 
on  the  free  movement  of  workers  from  Romania  and  Bulgaria  on  January  ist 


itTT  THEN  British  people  come-in 

W  thousands-to  our  Black  Sea,  to 
our  resorts,  and  behave  like  cave  men, 
drink  and  fight,  we  don’t  say  anything... 
We  are  going  to  be  much  better  behaved 
when  we  go  to  Britain.  We  are  not  going  for 
fun,  we  are  going  for  work,  for  a  decent  liv¬ 
ing,”  says  Petar  Dobrev,  who  has  been  em¬ 
ployed  in  several  Black  Sea  resorts  as  a  con¬ 
cierge  in  the  past  12  years.  Mr  Dobrev  is 
planning  to  move  away  from  Bulgaria  be¬ 
fore  next  summer,  to  Britain  or  another 
European  Union  country.  He  says  employ¬ 
ers  in  his  home  country  exploit  people  and 
pay  them  much  less  than  they  deserve. 

Mr  Dobrev  is  hoping  for  fair  pay  in  Brit¬ 
ain,  Germany,  the  Netherlands  and  six  oth¬ 
er  eu  countries  that  fully  opened  their  la¬ 
bour  markets  to  workers  from  Bulgaria  and 
Romania  when  transitional  controls  ex¬ 
pired  on  January  1st.  He  is  not  sure  where 
he  will  go,  maybe  London,  because  the  city 
“has  many  good  hotels  and  they  always 
need  people”.  And  he  is  determined  to 
work  hard  to  make  a  living  for  himself  and 
for  the  family  he  wants  to  start. 

The  31-year-old  Bulgarian  is  representa¬ 
tive  of  the  typical  migrant  from  Romania 
and  Bulgaria:  he  is  young,  eager  to  work 
and  frustrated  with  the  slow  pace  of  re¬ 
form  and  development  in  his  home  coun¬ 
try.  Yet  he  is  unlikely  to  receive  the  warm 
welcome  he  hopes  for.  The  public,  politi¬ 
cians  and  the  press  in  Britain,  Germany,  the 
Netherlands  and,  to  a  lesser  extent,  France 
and  Austria,  have  spent  the  months  lead¬ 
ing  up  to  the  dismantling  of  transitional 
controls  fretting  about  how  many  Bulgari¬ 
ans  and  Romanians  will  come,  whether 
they  will  take  away  low-skill  jobs,  how 
their  access  to  social  benefits  can  be  re¬ 
stricted  and  whether  begging  and  sleeping 
rough  will  shoot  up,  in  particular  in  big  or 
industrial  cities  such  as  London,  Rotter¬ 
dam,  Berlin,  Duisburg  and  Dortmund. 

Is  Europe  facing  another  big  migratory 
wave  from  east  to  west?  Ion  Jinga,  Roma¬ 
nia’s  ambassador  in  Britain,  does  not  think 
so.  The  last  one  (the  Poles  coming  to  Britain 
in  the  aftermath  of  their  country’s  eu  ac¬ 
cession  in  2004)  happened  when  only 
three  big  countries  (Britain,  Ireland  and 
Sweden)  opened  their  labour  markets  and 
the  British  economy  was  booming.  More¬ 
over,  the  population  of  Romania  and  Bul¬ 
garia  combined  is  only  three-quarters  the 
size  of  Poland’s  39m.  And  Romania  is  not 
doing  badly:  economic  growth  has  picked 
up,  rising  to  4.1%  in  the  latest  quarter,  and 


wages  are  increasing  fast.  The  unemploy¬ 
ment  rate  is  below  5%  nationally  and  only 
2%  in  Bucharest,  the  capital  (see  chart). 

Of  Romania’s  7m  strong  active  labour 
force,  around  um  have  a  secure  job  in  the 
state  sector,  which  they  will  hesitate  to  give 
up.  Some  3m  have  already  left  in  the  wake 
of  Romania  joining  the  eu  in  2007:  about 
1m  went  to  Italy,  another  million  to  Spain, 
half  a  million  to  France,  up  to  400,000  to 
Germany  and  120,000  to  Britain.  They 
worked  in  a  “self-employed”  capacity  (40% 
of  the  workforce  building  London’s  Olym¬ 
pic  Stadium  were  self-employed  Roma¬ 
nians)  or  as  seasonal  or  low-skill  workers. 
Some  were  exploited,  as  they  did  not  have 
the  same  legal  protection  as  nationals;  oth¬ 
ers  didn’t  pay  tax.  Neither  abuse  is  as  likely 
now  that  they  can  be  legally  employed. 

None  of  the  rich  eu  governments 
wants  to  make  firm  predictions  about  how 
many  Bulgarians  and  Romanians  will  mi- 
grate-they  are  worried  about  being 
wrong.  Germany’s  iab,  a  research  insti¬ 
tute,  predicts  that  100,000  to  180,000  will 
go  to  Germany  this  year.  “This  cannot  be 
called  poverty  migration,”  insists  Herbert 
Briicker  of  the  iab.  Only  7.4%  of  Roma¬ 
nians  and  Bulgarians  in  Germany  are  un¬ 
employed,  a  bit  lower  than  the  national  av¬ 
erage  of  7.7%,  and  considerably  lower  than 
the  average  of  14.7%  among  the  general  im¬ 
migrant  population.  Up  to  65%  work  and 
pay  taxes.  Although  the  share  of  Bulgari¬ 
ans  and  Romanians,  who  receive  means- 
tested  benefits,  is  at  10%  slightly  higher 
than  the  7.5%  of  the  native  population,  they 
are  net  contributors  to  the  pay-as-you-go 
pensions  system.  Thanks  mainly  to  favour¬ 
able  demography,  the  average  immigrant 
contributes  around  €2,000  ($2,760)  annu¬ 
ally  to  the  welfare  state  and  the  contribu- 

I  Why  leave  in  a  recovery? 


Romania's: 

GDP,  %  change  unemployment 

on  previous  year  rate,  % 
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tion  of  Romanians  and  Bulgarians  is  esti¬ 
mated  to  be  even  higher,  says  Mr  Briicker. 

Germans  do  have  some  reason  to  be 
concerned,  however.  More  than  a  third  of 
Romanians  and  Bulgarians  working  in 
Germany  are  unskilled  (compared  with 
11%  of  the  general  population)  so  they 
crowd  native  Germans  out  of  low-skill 
jobs.  Another  justified  worry  is  that  those 
who  neither  work  nor  receive  social  bene- 
fits-many  of  them  Roma— tend  to  settle  in 
Duisburg,  Dortmund,  Berlin  and  a  few  oth¬ 
er  big  cities.  This  creates  tensions  as  they 
mainly  live  off  the  black  market,  begging 
and  petty  crime  and  live  in  slum-like  con¬ 
ditions  on  the  cities’  outskirts.  The  iab  pro¬ 
poses  compensatory  payments  by  the  fed¬ 
eral  government  to  help  the  worst-affected 
municipalities. 

Politicians  woke  up  very  late  to  the 
public’s  worries.  Britain’s  prime  minister 
came  out  at  the  end  of  November  with 
proposals  on  restricting  the  access  to  social 
benefits  for  new  immigrants.  Germany’s 
coalition  agreement  in  late  November  con¬ 
tained  measures  on  how  to  curb  poverty 
migration.  “Germany  is  Britain’s  strongest 
ally  in  the  eu  migration  debate,”  says  Mats 
Persson  of  Open  Europe,  a  think  thank. 
Hans-Peter  Friedrich,  the  interior  minister 
of  Germany’s  previous  government,  even 
suggested  talks  outside  of  the  eu  frame¬ 
work  with  Britain,  Austria,  Denmark  and 
the  Netherlands  on  how  social-benefit 
tourism  might  be  curbed,  because  he  was 
so  unhappy  about  the  Commission’s  insis¬ 
tence  that  the  eu  law  on  freedom  of  move¬ 
ment  cannot  be  changed. 

“It  is  very  difficult  to  j  ust  come  here  and 
get  benefits,”  says  Jonathan  Portes  of  Brit¬ 
ain’s  National  Institute  for  Economic  and 
Social  Research.  Restrictions  on  benefits 
have  been  in  place  since  2004  and  the  new- 
proposed  restrictions  mainly  reinforce 
what  is  already  on  the  books.  Britain  is 
however  alone  among  rich  eu  countries  to 
have  a  universalist  welfare  system-all  the 
others  are  more  contribution-based.  It 
therefore  has  the  strongest  case  for  review¬ 
ing  access  to  benefits. 

Will  tightening  benefits  rules  do  the 
trick?  For  the  first  time,  eu  citizens  are  con¬ 
flating  anti-Eu  sentiments  with  anti-immi¬ 
gration  feelings.  Mixed  with  an  increasing 
distrust  of  politicians  and  a  debate  on  the 
welfare  state,  this  creates  a  “perfect  storm”, 
says  Mr  Persson.  Europe’s  best  hope  is  that 
by  the  end  of  2014  not  much  will  have 
changed.  A  manageable  number  of  Roma¬ 
nians  and  Bulgarians  will  have  migrated 
westward  and  most  of  them  will  be  young 
and  in  work.  Isolated  crimes,  benefits 
fraud  and  trouble  with  rough  sleepers  will 
no  doubt  sometimes  spill  over  into  the 
headlines.  But,  by  and  large,  the  arrival  of 
Romanians  and  Bulgarians  will  work  as 
well  (or  as  badly,  depending  on  your  point 
of  view)  as  previous  openings  to  new  eu 
members  from  the  east.  ■ 
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Renewable  energy 

Rueing  the  waves 


Britain  is  a  world  leader  at  something  rather  dubious 


SINCE  October  sightseers  on  the  hills 
above  Edinburgh  have  gawped  at  a 
brand  new  landmark.  Across  the  Firth  of 
Forth,  on  a  test  site,  stands  the  biggest  wind 
turbine  in  Britain.  The  tips  of  its  blades  rise 
196m  above  sea  level.  Its  rotor  sweeps  an 
area  twice  as  large  as  the  London  Eye.  This 
monster  and  others  like  it  are  bound  for 
the  North  Sea-part  of  the  biggest  and  most 
ambitious  offshore  wind  programme  in 
the  world. 

Britain  gets  more  electricity  from  off¬ 
shore  wind  farms  than  all  other  countries 
combined.  In  2012  it  added  nearly  five 
times  more  offshore  capacity  than  Bel¬ 
gium,  the  next  keenest  nation,  and  ten 
times  more  than  Germany.  Its  waters  al¬ 
ready  contain  more  than  1,000  turbines, 
and  the  government  thinks  capacity  could 
triple  in  six  years.  Boosters  think  Britain  a 
global  pioneer.  Critics  say  ministers  are 
flogging  a  costly  boondoggle. 

Two  things  explain  Britain’s  enthusi¬ 
asm  for  offshore  wind  turbines.  First,  the 
country  is  committed  by  European  law  to 
generate  about  30%  of  its  electricity  from 
renewable  sources  by  2020,  up  from  about 
13%  now.  Nuclear  energy  does  not  count 
and  Britain  is  well  behind  on  solar  power, 
which  means  lots  more  wind  turbines  and 
biomass  plants  (mostly  wood-burning 
power  stations)  will  be  required. 

The  simplest  solution  would  be  to  put 
more  wind  turbines  on  land.  But  they  are 
unpopular  with  locals:  rural  voters  have 


harried  several  Conservative  mps  into  out¬ 
right  opposition.  So  Britain  is  building 
much  of  its  new  capacity  at  sea.  Offshore 
turbines  supply  less  than  3%  of  Britain’s 
juice  but  about  one-fifth  of  its  renewable 
power  (see  chart).  That  share  is  rising. 

The  second  reason  for  ministers’  enthu¬ 
siasm  is  that  they  spy  a  chance  to  conquer 
a  growing  global  market.  Miles  of  shallow 
sea  give  Britain  an  unrivalled  opportunity 
to  experiment  with  technologies  it  may 
one  day  lucratively  export,  much  as  North 
Sea  oil  has  turned  Scotland  into  a  hub  of 
hydrocarbon  expertise.  China  and  Japan 
have  a  growing  appetite  for  offshore  gener¬ 
ators  but  little  capacity.  America  has  only  a 
single  prototype  turbine. 

Unfortunately,  offshore  wind  power  is 
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staggeringly  expensive.  Dieter  Helm,  an 
economist  at  Oxford  University,  describes 
it  as  “among  the  most  expensive  ways  of 
marginally  reducing  carbon  emissions 
known  to  man”.  Under  a  subsidy  system 
unveiled  late  in  2013,  the  government  guar¬ 
antees  farms  at  sea  £155  ($250)  per  mega¬ 
watt  hour  for  their  juice.  That  is  three  times 
the  current  wholesale  price  of  electricity 
and  about  60%  more  than  is  promised  to 
onshore  turbines.  It  is  also  more  than  the 
£92.50  which  Britain’s  new  nuclear  plant  at 
Hinkley  Point  will  get-though  that  deal  is 
for  35  years,  not  15. 

Ten-metre  waves  and  salty  gales  are  just 
two  of  the  hazards  that  keep  offshore  costs 
high.  Second-world-war  bombs  on  the 
seabed  are  slowing  new  projects  in  Ger¬ 
many;  in  December  Scottish  Power,  an  en¬ 
ergy  firm,  scrapped  plans  for  300  turbines 
on  a  site  filled  with  basking  sharks. 

The  government  wants  offshore  gener¬ 
ators  to  slash  costs  by  about  one-third  by 
2020.  The  price  of  energy  from  offshore 
farms  has  actually  risen  since  Britain  built 
its  first  turbines  at  sea  in  the  early  2000s,  in 
part  because  developers  are  putting  them 
in  ever  deeper  waters,  farther  from  land. 
But  costs  now  appear  to  be  stabilising.  Op¬ 
erators  claim  bigger  turbines  can  bring 
prices  down.  Simpler  models  that  break 
less  ought  to  help  matters,  too.  In  some 
places  floating  wind  farms  could  prove 
cheaper  than  fixed  foundations.  To  cut 
losses  from  outages,  offshore  operators  are 
investing  in  helicopters  to  whizz  engineers 
to  stricken  turbines  when  seas  are  too 
rough  for  boats. 

Another  hitch  is  that  much  of  the  mon¬ 
ey  lavished  on  building  offshore  wind 
farms  leaves  the  country.  Only  about  25% 
of  capital  spending  flows  through  British 
companies,  compared  with  70%  of  the 
cash  invested  in  North  Sea  oil  and  gas.  Al¬ 
most  all  of  the  country’s  existing  offshore  ►► 
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►  turbines  were  produced  by  two  firms,  Sie¬ 
mens  and  Vestas,  which  manufacture 
them  in  Denmark.  Fleets  from  continental 
ports  commonly  construct  the  farms. 

The  government  hopes  British  firms 
will  one  day  shoulder  at  least  half  of  the 
work  new  offshore  farms  require.  Its  indus¬ 
trial  strategy,  published  in  August,  tries  to 
give  small  businesses  a  leg  up.  But  whereas 
local  companies  are  already  good  at  many 
footling  jobs,  the  real  prize  would  be 
tempting  a  turbine  manufacturer  to  build  a 
British  factory.  Lacklustre  facilities  at  ports 


near  the  farms  are  one  significant  obstacle. 

The  industry  says  offshore  wind  power 
would  become  cheaper  more  quickly,  and 
boost  Britain’s  economy,  if  the  govern¬ 
ment  agrees  to  build  lots  more  offshore 
farms.  The  Department  of  Energy  and  Cli¬ 
mate  Change  (decc)  says  thatio  gigawatts 
(gw)  of  offshore  capacity  is  “achievable” 
by  2020.  That  is  three  times  the  amount  al¬ 
ready  deployed,  and  would  provide  about 
the  same  capacity  as  Britain’s  nine  nuclear 
power  stations  combined  (although  wind 
farms  produce  power  only  about  a  third  of 
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The  generation  game 

Culture  and  memory,  not  costs  and  benefits,  explain  views  on  immigration 


IT  IS  a  fact  universally  accepted  that 
Britons  dislike  immigration.  Sure 
enough,  when  travel  restrictions  on 
Romanians  and  Bulgarians  (imposed 
when  their  countries  joined  the  eu)  were 
lifted  on  January  ist,  newspapers  and 
politicians  fretted.  Two  mps  even  took  it 
upon  themselves  to  meet  a  morning 
flight  from  Bucharest  and  quiz  its  pas¬ 
sengers.  Yet  a  report  published  on  Janu¬ 
ary  2nd  by  Ipsos  mori,  a  polling  firm, 
shows  attitudes  to  be  more  varied. 

A  widening  gap  divides  those  born 
before  1965  from  younger  folk  (see  chart). 
Although  immigrants  are  often  said  to 
deprive  younger  Britons  of  entry-level 
jobs  and  housing,  members  of  Gener¬ 
ation  Y  (born  in  1980  or  later)  and  Gener¬ 
ation  X  (born  between  1966  and  1979)  are 
ambivalent  towards  them.  By  contrast, 
the  baby  boomers  (born  between  1945 
and  1965)  and  the  old,  who  benefit  most 
from  cheap  carers  and  cleaners,  counter¬ 
intuitively  think  immigrants  a  drag.  Age 
influences  opinion  more  strongly  than 
social  class  does. 

This  makes  Britain  an  oddity.  Ipsos 
mori  conducted  the  same  study  in 
Germany,  and  found  the  views  of  the 
young  and  the  old  to  be  converging. 
According  to  Robert  Ford  of  the  Universi¬ 
ty  of  Manchester,  the  gap  between  the 
“parochial”  old  and  the  “cosmopolitan” 
young  is  larger  in  Britain  than  in  America, 
France  or  Spain,  too. 

Different  life  experiences  explain  why. 
When  baby  boomers  were  in  their  politi¬ 
cally  formative  teens  and  early  20s, 
Britain  was  a  pretty  homogeneous  place; 
before  the  mid-1970s  it  was  closer  to  the 
Commonwealth  than  to  continental 
Europe.  That  generation  grew  up  Eu¬ 
rosceptic  and  dubious  about  diversity. 
East  European  immigrants,  who  began 
arriving  in  large  numbers  in  the 
mid-2000s,  doubly  offend  them.  Bobby 
Duffy  of  Ipsos  mori,  who  has  conducted 
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Immigration  has  a  positive  impact  on  the  economy 
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focus  groups  with  members  of  this  gener¬ 
ation,  reports  that  the  prospect  of  retire¬ 
ment  makes  people  more  inward-look¬ 
ing,  nostalgic  and  worried  about  their 
children’s  chances,  sharpening  anxieties. 

For  those  in  the  following  cohort, 
Generation  X,  mass  immigration,  Euro¬ 
pean  integration  and  multiculturalism 
are  part  of  the  furniture.  They  grew  up  in 
a  more  individualistic  Britain;  which, 
says  Mr  Ford,  explains  their  relative 
distaste  for  authority,  homogeneity  and 
flag-waving.  This,  like  university  atten¬ 
dance  (more  common  among  this  group 
than  their  parents),  tends  to  make  people 
more  tolerant  of  different  races  and 
nationalities.  Thus  Generation  X’s  expe¬ 
riences  are  closer  to  those  of  Generation 
Y  than  to  the  baby  boomers— a  fact  re¬ 
flected  in  Ipsos  mori’s  findings. 

This  hints  at  something  broader  about 
Britain.  Polls  suggest  that  attitudes  to 
immigration  are  rooted  less  in  costs  and 
benefits  than  in  memories  and  identity. 

In  that  respect,  Britain  is  truly  coming  to 
resemble  a  foreign  country:  not  Poland  or 
Romania  (as  some  opposed  to  immigra¬ 
tion  grumble)  but  America,  with  its 
identity  politics  and  culture  wars. 
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the  time).  Still,  ministers  once  had  loftier 
ambitions.  Wind-farm  operators  worry 
that  the  government  will  divert  subsidies 
to  other  kinds  of  low-carbon  generation, 
such  as  nuclear  and  gas-fired  stations. 

The  Institute  for  Public  Policy  Research, 
a  think-tank,  warns  that  half-hearted  in¬ 
vestment  in  offshore  power  could  leave 
Britain  in  the  “worst  of  all  worlds”-a  mod¬ 
erate  amount  of  offshore  energy,  supplied 
at  whopping  cost  and  to  little  economic 
benefit.  Enthusiasts  want  the  government 
to  boost  investment  by  setting  a  binding 
target  forcarbon  emissions  in  2030  and  ex¬ 
tending  its  support  for  new  wind  farms 
from  15  years  to  25  years.  In  December, 
partly  in  response  to  such  concerns,  decc 
tweaked  its  subsidies  to  provide  more  cash 
to  offshore  farms  that  begin  construction 
at  the  end  of  the  decade.  It  reaffirmed  that 
Britain  could  have  over  40GW  of  offshore 
capacity  by  2030,  if  costs  fall  quickly.  That 
would  mean  offshore  turbines  supplying 
about  a  third  of  Britain’s  power. 

Yet  hefty  subsidies  will  only  get  harder 
to  defend  as  bill-payers  grow  angrier  about 
rising  energy  prices.  And  Britain  is  not  the 
only  country  questioning  its  support  for 
costly,  complex  offshore  generation.  In 
2012  European  offshore  deployment  fell 
14%  behind  its  target;  in  November  2013 
politicians  in  Germany  agreed  to  slash  that 
country’s  objective  from  iogw  in  2020  to 
6.5GW.  One  day  mammoth  offshore  tur¬ 
bines  might  herald  cheaper  power.  For 
now  they  only  supersize  the  gamble.  ■ 


Britain's  economy 

Crystal  balls 


How  to  discern  the  real  state  of  Britain’s 
economy  in  2014 

COMPARED  with  the  disasters  of  previ¬ 
ous  years,  2013  was  great.  The  British 
economy  picked  up,  racing  to  a  3.6%  annu¬ 
alised  growth  rate  in  the  third  quarter.  A 
strong  Christmas  could  mean  the  fourth  is 
just  as  good.  All  38  forecasters  recently  sur¬ 
veyed  by  the  Treasury  thought  that  2014 
will  be  better  than  2013.  Strangely,  though, 
agreement  ends  there. 

Of  those  surveyed  Citi,  a  bank,  was 
most  optimistic:  it  predicted  British  gdp 
will  rise  by  3.2%  in  2014.  niesr,  a  think- 
tank,  is  towards  the  bottom  of  the  scale, 
betting  on  2%  growth.  This  seemingly  slim  . 
difference  is  profound.  Stripping  away 
temporary  ups  and  downs,  Britain’s  econ¬ 
omy  could  be  expected  to  expand  by  about 
2%  a  year  as  the  labour  force  grows  and 
people  in  work  get  better  at  doing  things.  If 
gdp  grows  more  quickly,  the  economy 
will  need  more  fuel,  so  unemployment  ►► 
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I  A  special  relationship  D 
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►  will  tend  to  fall.  If  gdp  grows  more  slowly, 
unemployment  tends  to  rise. 

Citi,  which  predicts  gdp  growth  above 
trend,  thinks  unemployment  will  fall  to  7% 
in  late  2014.  At  that  point  the  Bank  of  Eng¬ 
land’s  self-imposed  handcuffs-a  promise 
to  not  raise  its  interest  rate  until  unemploy¬ 
ment  is  below  7%-will  be  off.  By  contrast, 
niesr’s  forecast  puts  growth  roughly  at  its 
trend  rate.  That  suggests  unemployment 
will  remain  above  7%  until  2016.  A  rate  rise 
would  be  years  off. 

Two  markets  will  nudge  the  British 
economy  in  one  direction  or  the  other.  The 
first  is  the  market  for  government  debt.  In  a 
benign  scenario,  bond  yields  will  stay  low. 
Since  government  borrowing  costs  are  a 
floor  to  the  rates  firms  pay,  companies  will 
be  able  to  get  hold  of  new  cash  cheaply.  In¬ 
vestment  could  pick  up:  Citi  thinks  it  will 
rise  11%  in  2014. 

The  Bank  of  England  has  tried  hard  to 
lower  bond  yields,  which  it  cannot  control 
directly.  It  has  bought  government  bonds 
with  newly  printed  money  to  push  their 
prices  up  and  yields  down,  and  tried  to  in¬ 
fluence  expectations  with  “forward  guid¬ 
ance”  about  where  its  rate  might  go.  Yet  the 
biggest  influence  on  British  bond  yields  in 
2013  was  not  what  happened  in  Thread- 
needle  Street  but  what  happened  in  Wash¬ 
ington,  dc.  Britain’s  government  debt 
market  follows  America’s  slavishly  (see 
chart  1).  If  the  Federal  Reserve  raises  its  in¬ 
terest  rates,  or  markets  expect  it  to  do  so, 

I  Beggar  my  neighbour 
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yields  on  American  bonds  could  go  up,  fol¬ 
lowed  by  British  ones. 

That  would  slow  the  recovery.  Even 
niesr’s  more  modest  projection  for  invest¬ 
ment— up  6.6%  in  2014— could  prove  too  op¬ 
timistic.  And  the  knock-on  effect  on  house¬ 
hold  consumption  would  be  huge.  Higher 
bond-market  rates  mean  mortgages  and 
credit  cards  would  become  more  costly.  As 
debt  repayments  consume  more  disposa¬ 
ble  income,  shopping  would  slow. 

The  other  market  to  watch  is  foreign  ex¬ 
change.  The  strengthening  economy  and 
growing  expectations  of  future  rate  rises 
made  British  assets  seem  more  attractive  in 
2013,  both  as  a  safe  haven  and  for  those 
hungry  for  dividends.  As  foreign  currency 
flooded  in  to  buy  assets  priced  in  pounds, 
the  demand  for  sterling  rose  and  it  started 
to  appreciate.  If  this  continues,  British  ex¬ 
ports  will  suffer  and  the  country’s  already 
weak  balance  of  trade  could  deteriorate 
(see  chart  2).  But  if  sterling  stays  cheap  it 
could  be  a  good  year,  especially  since  Brit¬ 
ain’s  most  important  export  destination, 
America,  is  on  the  up. 

These  market  worries  mean  another 
big  year  for  the  Bank  of  England.  Despite 
the  return  to  growth  its  rate-setters  had  a 
frustrating  2013.  Not  only  did  the  bank’s 
forward  guidance  have  little  impact  on 
bond  yields,  many  on  its  rate-setting  com¬ 
mittee  thought  sterling  too  pricey  in 
mid-2013  and  expected  it  to  fall,  not  rise.  If 
an  interest-rate  rise  looms,  impotence  will 
turn  into  outright  unpopularity.  ■ 


Northern  Ireland 

Down  but  not  out 


It  is  a  mark  of  weakness  that  unionists 
blocked  a  political  deal 

N  DECEMBER  31st  the  usually  slick 
Richard  Haass,  an  American  former 
diplomat,  emerged  from  all-night  negotia¬ 
tions  in  Belfast  looking  bleary-eyed. 
Northern  Irish  politics  will  do  that  to  you. 
Despite  months  of  discussions,  seven  suc¬ 
cessive  position  papers  and  some  frantic 
last-minute  transatlantic  flights,  an  at¬ 
tempt  to  break  a  deadlock  among  the  prov¬ 
ince’s  five  main  political  parties  had  failed. 
In  time,  however,  Mr  Haass’s  efforts  may 
well  come  to  seem  more  successful  than 
they  do  now. 

Northern  Ireland’s  political  leaders  had 
invited  Mr  Haass  to  the  province  in  July 
after  clashes-both  in  the  Northern  Ireland 
Assembly  and  on  the  streets-over  three 
thorny  issues.  How  should  violent  crimes 
committed  during  the  Troubles  of  the 
1960s  to  the  1990s  be  investigated?  Should 
the  union  flag  fly  from  public  buildings, 


Not  much  room  for  compromise  there 


and  when?  And  what  rules  should  govern 
the  parades  that  celebrate  nationalist  and 
unionist  history-and,  often,  serve  to  in¬ 
timidate  the  other  side?  In  recent  months 
these  cultural  quarrels  have  jammed 
Northern  Ireland’s  democracy. 

In  his  final  position  paper,  backed  by 
the  British  and  Irish  governments  and 
nationalist  politicians,  Mr  Haass  and  his 
team  proposed  a  code  of  conduct  for  pa¬ 
rades  and  an  information  commission  to 
resolve  historical  grievances.  But  the  two 
unionist  parties-the  moderate  Ulster 
Unionist  Party  (uup)  and  the  more  hard¬ 
line  Democratic  Unionist  Party  (DUP)-did 
not  give  it  their  support.  The  talks’  failure 
could  mean  further  street  disturbances. 
And  the  episode  will  do  nothing  to  im¬ 
prove  the  dismal  standing  of  Northern 
Irish  politicians.  A  poll  in  September 
showed  them  to  be  far  less  popular  even 
than  Westminster  mps. 

That  nationalists— even  hardliners  from 
Sinn  Fein-were  willing  to  compromise 
but  unionists  were  not  reveals  much  about 
the  drift  of  Northern  Irish  politics.  Out¬ 
wardly  the  dup  is  riding  high.  It  comfort¬ 
ably  holds  more  seats  in  the  House  of 
Commons  and  in  the  Northern  Ireland  As¬ 
sembly  than  other  party  in  the  province. 
Yet,  particularly  in  Belfast’s  grimmer  hous¬ 
ing  estates,  working-class  unionists  are  un¬ 
happy  and  resentful.  Their  numbers  are 
declining,  they  suffer  from  high  unem¬ 
ployment  and  they  are  held  back  by  poor 
educational  attainment.  Many  are  angry  at 
the  concessions  required  by  power-shar¬ 
ing  (the  system  by  which  Northern  Ireland 
has  governed  itself,  on  and  off,  since  1998). 
They  consider  their  political  leaders  inef¬ 
fective  and  out  of  touch.  Nationalists,  on 
the  other  hand,  are  happier  with  the  peace 
process  and  with  their  elected  representa¬ 
tives— who,  as  a  result,  find  it  easier  to  ►► 
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►  make  compromises. 

And  unionism  is  divided.  Unlike  na¬ 
tionalists,  who  are  generally  Catholic, 
unionists  are  split  between  dozens  of  reli¬ 
gious  denominations.  This  spills  over  into 
politics.  Republicans  mostly  work  out 
their  differences  behind  closed  doors  and 
present  a  united  front  in  public.  Unionists 
are  prone  to  public  altercations.  That  the 
uup,  once  larger  than  the  dup,  is  now 
struggling  makes  the  battle  for  disaffected 
unionists’  votes  especially  vicious.  In  June 
the  dup  could  humiliate  its  rival  by  seizing 
its  one  seat  in  the  European  Parliament. 


Retirement  homes 


ON  FIRST  impressions  the  building  site 
in  Battersea,  overlooking  the  park, 
looks  like  it  will  host  just  another  stack  of 
luxury  apartments,  so  common  in  this  cor¬ 
ner  of  London.  And  indeed  it  will,  but  for 
one  slight  difference.  The  Battersea  Place 
development  is,  uniquely  for  prime  Lon¬ 
don,  being  built  as  a  retirement  village.  Its 
H2  flats  are  available  only  to  buyers  over 
the  age  of  65— most  are  likely  to  be  in  their 
late  70s.  As  well  as  a  restaurant,  gym  and 
swimming  pool,  the  development  will 
have  a  care  home. 

Britain’s  population  is  ageing  fast.  The 
number  of  people  older  than  85  is  expect¬ 
ed  to  double  by  2030.  Yet  Britain’s  elderly 
are  badly  served  by  the  housing  market. 
Although  71%  of  people  over  the  age  of  65 
own  their  homes  outright,  lots  still  live  in 
large  family  houses,  paying  dearly  to  heat 
empty  bedrooms  and  struggling  with  too- 
large  gardens,  broken  boilers  and  council 
tax  bills. 

That  is  bad  for  old  people,  and  contrib- 


There  is  hope  yet  for  the  long-suffering 
Mr  Haass  and  his  proposals.  That  the  talks 
got  as  far  as  they  did  was  a  pleasant  sur¬ 
prise.  The  position  papers  identify  areas  of 
agreement  and  disagreement  on  disputed 
(and  previously  abstract)  issues,  which 
should  now  inform  and  stimulate  public 
debate.  Negotiators  made  good  progress 
on  the  question  of  historical  crimes.  And 
even  the  most  intransigent  unionist  politi¬ 
cians  accept  that  the  status  quo-recurrent 
violent  street  clashes  reminiscent  of  the 
province’s  dark  past-is  not  an  option.  Ex¬ 
pect  them  back  at  the  table  soon.  ■ 


utes  to  Britain’s  worsening  housing  short¬ 
age.  According  to  data  from  the  English 
Housing  Survey,  roughly  49%  of  owner-oc¬ 
cupied  homes  have  at  least  two  more  bed¬ 
rooms  than  the  government  deems  neces¬ 
sary.  Among  those  who  rent-either 
privately  or  from  the  state-the  figure  is  just 
13%.  Neal  Hudson,  an  analyst  at  Savills,  a 
big  estate  agent,  estimates  that  there  are  al¬ 
most  1.2m  inefficiently  used  homes  in  Lon¬ 
don  and  the  south-east  alone. 

If  old  people  could  be  persuaded  to  sell 
up,  the  young  would  benefit.  Many  want 
to.  According  to  polling  by  Demos,  a  think- 
tank,  58%  of  older  people  are  keen  to  move 
and  one  in  four  is  interested  in  the  idea  of  a 
retirement  property.  But  they  have  few  op¬ 
tions.  Britain  has  just  106,000  purpose- 
built  owned  retirement  homes.  Most  one- 
bedroom  and  two-bedroom  flats  are  built 
for  first-time  buyers,  with  little  of  the  stor¬ 
age  space  and  practical  adaptations  that 
older  people  need. 

Partly,  this  is  a  matter  of  culture.  British 
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people  are  more  cynical  about  the  idea  of 
retirement  villages  than  Americans,  says 
Claudia  Wood,  a  researcher  at  Demos. 
Government  “sheltered  housing”  built 
cheaply  in  the  1970s  did  much  to  under¬ 
mine  the  reputation  of  purpose-built 
homes  for  older  people.  But  the  bigger  pro¬ 
blem  is  Britain’s  planning  controls,  which 
distort  the  land  market  and  make  it  ex¬ 
tremely  difficult  for  developers  to  build  the 
sort  of  housing  that  older  people  would 
like  to  move  to. 

Many  councils  fear  public  services  will 
be  overwhelmed  by  an  influx  of  old  peo¬ 
ple.  Fully  65%  of  planning  applications  to 
build  retirement  homes  are  initially  reject¬ 
ed.  Even  with  planning  permission,  the 
market  for  land  makes  it  extremely  difficult 
to  build,  says  Gary  Day,  a  director  at  Mc¬ 
Carthy  and  Stone,  one  of  the  biggest  pro¬ 
viders  of  retirement  homes.  Since  councils 
typically  expect  homebuilders  to  pay  for 
infrastructure  or  for  new  social  homes, 
builders  struggle  to  pay  as  much  for  land  as 
commercial  developers,  so  many  suitable 
sites  become  supermarkets  instead. 

Expensive  land  makes  it  almost  impos¬ 
sible  to  build  bungalows  or  other  low-den¬ 
sity  housing  and  hard  to  build  even  retire¬ 
ment  flats,  which  require  lots  of 
communal  space.  And  since  old  people 
tend  to  need  to  be  able  to  sell  their  existing 
homes  before  they  can  move,  the  market  is 
hyper-cyclical.  The  Battersea  Place  devel¬ 
opment  has  taken  six  years  to  get  going.  It  is 
only  thanks  to  central  London’s  dramatic 
housing-market  recovery  that  builders  are 
on  site. 

One  solution  to  this  would  be  to  force 
councils  to  prioritise  homes  for  older  peo¬ 
ple,  perhaps  by  loosening  requirements 
for  infrastructure  contributions,  says  Mr 
Day.  Councils  could  zone  some  sites  specif-, 
ically  for  downsizers,  for  example,  thereby 
freeing  up  bigger  properties  nearby.  That 
makes  some  sense.  But  Britain’s  housing 
crisis  in  general  is  largely  a  result  of  its  re¬ 
strictive  planning  laws.  Loosening  them 
for  all  builders  would  suit  homebuyers  of 
all  ages.  ■ 


Don’t  move,  old  people! 


Planning  laws  make  it  harder  for  retirees  to  downsize 


The  new  drug  war 

Hard  pills  to  swallow 


NAIROBI  AND  NEWYORK 

Drug  firms  have  new  medicines  and  patients  are  desperate  for  them.  But  the 
arguments  over  cost  are  growing 


LOUIS  MACHOGU,  the  owner  of  a  phar- 
jmacy  near  Nairobi,  has  noticed  a 
change.  In  the  past  decade  Kenya,  like 
much  of  Africa,  has  seen  a  surge  in  foreign 
aid  to  fight  infectious  diseases.  Thanks  to 
antiretroviral  treatments,  hiv  is  no  longer 
a  death  sentence.  But  the  decline  of  one 
scourge  means  that  people  are  living  long 
enough  to  fall  sick  in  other  ways.  “The 
same  way  we  had  hiv  killing  people,”  Dr 
Machogu  says,  “we  now  have  hyperten¬ 
sion  and  cancer.” 

Treatment  often  depends  on  the  whim 
of  pharmaceutical  firms’  philanthropic 
programmes.  Cancer  drugs  are  particular¬ 
ly  lacking.  The  Kenya  Medical  Supplies 
Agency  buys  medicines  for  public  hospi¬ 
tals,  but  not  those  for  cancer. 

In  Tampa,  Florida,  Marilyn  Weisman 
also  depends  on  charity  for  treatment.  The 
72-year-old  thought  she  had  a  bad  rash. 
She  turned  out  to  have  cutaneous  T-cell 
lymphoma,  a  rare  cancer.  Though  she  is  in¬ 
sured,  she  could  not  afford  her  share  of  the 
payment  for  the  drug  her  doctors  recom¬ 
mended.  So  a  pharmacist  at  her  hospital, 
Moffitt  Cancer  Centre,  helped  her  to  apply 
for  charitable  aid.  Mrs  Weisman’s  situation 
is  surprisingly  common  for  American  can¬ 
cer  sufferers.  Many  insured  patients  in  one 
of  the  world’s  richest  countries  cannot  af¬ 
ford  their  medicines. 

A  new  drug  war  is  looming.  The  market 
is  growing:  patients  in  rich  countries  are 


ageing  and  those  in  developing  ones  are 
getting  richer  and  suffering  from  chronic 
diseases.  But  as  demand  for  drugs  rises,  so 
does  concern  at  their  price.  A  record  $1  tril¬ 
lion  will  be  spent  globally  on  medicines  in 
2014,  predicts  ims  Health,  a  research  firm. 
“The  costs  of  many  new  medical  products 
are  becoming  unsustainable  for  even  the 
wealthiest  countries  in  the  world,”  said 
Margaret  Chan,  the  head  of  the  World 
Health  Organisation  (who),  in  August. 

On  every  front 

Skirmishes  are  breaking  out  from  Brunei  to 
New  England.  Negotiators  for  the  Trans-Pa¬ 
cific  Partnership  (tpp),  a  giant  trade  deal 
that  would  cover  12  countries,  including 
America,  are  battling  over  access  to  medi¬ 
cines.  Health  activists  are  trying  to  block  a 
costly  Hepatitis  c  drug  from  being  patent¬ 
ed  in  India.  Brazil  and  South  Africa  are 
mulling  over  patent  reforms  that  could 
make  drugs  cheaper. 

Eli  Lilly,  an  American  pharmaceutical 
firm,  is  suing  Canada  for  letting  competi¬ 
tors  sell  copies  of  two  medicines  there, 
which  it  says  violates  the  North  American 
Free  Trade  Agreement.  In  October  Maine 
became  the  first  American  state  to  allow 
drugs  purchases  from  cheaper  foreign  on¬ 
line  pharmacies.  The  drugmakers’  lobby 
has  sued,  charging  that  the  policy  is  an  at¬ 
tempt  to  circumvent  federal  law. 

Meanwhile  firms  are  crunching  reams 


of  data  to  prove  their  wares’  worth.  But 
even  as  they  try  to  justify  high  costs,  they 
are  testing  new  pricing  models.  “The  start¬ 
ing  point  always  is,  what  is  the  right  price 
for  a  medicine?”  says  Severin  Schwan,  the 
chief  executive  of  Roche,  a  Swiss  pharma¬ 
ceutical  giant.  “And  there  is  no  objective 
answer... At  the  end  you  are  discussing, 
what  is  the  price  of  life?” 

Drug  development  is  expensive,  slow 
and  chancy,  so  pharmaceutical  firms 
charge  a  lot.  But  if  drugs  are  too  pricey,  sup¬ 
port  for  patents  will  collapse.  Ian  Read,  the 
boss  of  Pfizer,  an  American  giant,  recently 
laid  out  the  threat:  “Unless  we’re  respected 
by  society,  unless  we’re  seen  as  good  stew¬ 
ards  of  our  resources,  then  we  run  the  risk 
of  both  losing  patents  and  losing  the  abili¬ 
ty  to  price  our  medications.” 

The  prelude  to  today’s  fight  came  more 
than  a  decade  ago.  Africans  with  hiv  were 
dying  by  the  million.  South  Africa’s  gov¬ 
ernment  passed  a  law  allowing  cheaper 
patented  drugs  to  be  imported;  dozens  of 
pharmaceutical  firms  sued,  claiming  a 
breach  of  trade  rules.  Protesters  accused 
them  of  putting  “profits  before  people”. 
They  backed  down. 

The  brawl  helped  to  increase  aid  for 
health  care.  Schemes  such  as  the  Global 
Fund  to  Fight  aids,  Tuberculosis  and  Ma¬ 
laria;  America’s  President’s  Emergency 
Plan  for  aids  Relief;  and  the  gavi  Alliance 
(formerly  the  Global  Alliance  for  Vaccines 
and  Immunisation)  mean  more  patients 
are  now  treated  for  infectious  diseases. 

Today’s  battle  pits  drug  films  against 
governments  both  rich  and  poor.  Rich 
ones  want  to  slow  the  growth  of  health 
budgets;  poor  ones  want  to  improve  health 
care,  but  are  struggling  to  decide  which 
drugs  to  supply  and  at  what  cost.  Com¬ 
pounding  the  problem  are  new  products 
with  hefty  prices.  In  2012  American  regula-  ►► 
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►  tors  approved  39  drugs,  the  most  since 
1996.  Of  the  12  for  cancer  (see  page  61),  11 
cost  at  least  $100,000  a  year  in  America. 

America  is  the  pharmaceutical  indus¬ 
try’s  honeypot,  accounting  for  a  third  of 
global  drugs  spending.  Prices  there  are 
higher  than  elsewhere,  and  in  contrast  to 
many  other  rich  countries,  treatments  are 
chosen  with  little  regard  for  cost.  Britain’s 
National  Institute  for  Health  and  Care  Ex¬ 
cellence  (nice),  for  example,  works  to  a 
rough  threshold  of  £20,000-30,000 
($33,000-49,000)  for  each  additional  year 
of  good  health  when  deciding  which  treat¬ 
ments  should  be  available  on  the  National 
Health  Service.  But  in  America  any  men¬ 
tion  of  cost-effectiveness  prompts  rabid  ac¬ 
cusations  of  rationing  and  death  panels. 
Though  the  Affordable  Care  Act,  better 
known  as  Obamacare,  created  a  body  to 
compare  treatments’  effectiveness,  Con¬ 
gress  barred  it  from  considering  cost. 

High  American  prices  support  research 
and  subsidise  lower  prices  elsewhere, 
points  out  Tomas  Philipson  of  the  Univer¬ 
sity  of  Chicago.  But  this  looks  unsustain¬ 
able.  In  2012  doctors  at  Memorial  Sloan- 
Kettering,  one  of  America’s  leading  cancer 
centres,  said  they  would  not  prescribe  Zal- 
trap,  from  Sanofi  and  Regeneron,  which 
cost  $n,ooo  a  month  at  the  time  and  ex¬ 
tends  life  by  a  median  of  six  weeks.  In 
April  more  than  100  cancer  specialists 
wrote  an  editorial  in  Blood,  a  medical  jour¬ 
nal,  criticising  the  cost  of  drugs  for  chronic 
myeloid  leukaemia.  And  though  politi¬ 
cians  remain  mute  on  cost-effectiveness, 
insurers  increasingly  consider  it  when  de¬ 
ciding  whether  to  cover  a  drug  and  how 
much  of  its  cost  to  make  patients  pay. 

An  emerging  fight 

The  next  few  years  will  see  spending  on 
drugs  in  established  markets  in  North 
America,  Europe  and  Japan  grow  by  just 
1-4%  annually,  predicts  ims  Health  (see 
chart).  So  multinationals  are  eyeing  devel¬ 
oping  countries,  where  growing  middle 
classes  and  governments’  desire  to  see 
more  people  treated  promise  new  markets. 
ims  expects  drug  spending  in  emerging 
markets  to  grow  by  10-13%  a  year  until  2017. 
Generics  will  account  for  much  of  this; 
many  treatments  for  chronic  conditions 
are  now  off -patent.  But  spending  on  pat¬ 
ented  drugs  will  rise,  too. 

Until  recently  in  poorer  countries  phar¬ 
maceutical  firms  mainly  sold  off-patent 
branded  drugs,  which  command  a  pre¬ 
mium  over  local  generics,  since  patients 
trust  their  quality.  The  pricier  patented 
ones  they  marketed  only  to  the  few  very 
rich  patients  who  could  pay  out  of  pocket, 
says  Kalipso  Chalkidou  of  nice  Interna¬ 
tional,  the  British  agency’s  foreign  adviso¬ 
ry  arm.  The  private  Aga  Khan  University 
hospital  in  Nairobi’s  leafy  suburbs,  for  ex¬ 
ample,  offers  cancer  care  to  the  Kenyan 
elite  that  comes  close  to  what  they  would 


receive  in  the  rich  world. 

But  price-pressures  are  fierce  in  Kenya 
and  other  developing  countries,  as  drugs 
must  compete  for  new  spending  with 
many  other  health-care  needs,  including 
new  hospitals,  more  staff  and  more  sur¬ 
gery.  In  part  because  health  budgets  are 
small,  drugs  often  already  account  for  a 
bigger  share  of  health  spending  in  poorer 
countries  than  in  rich  ones.  India  spends 
44%  of  its  total  on  drugs  and  China  43%. 
America  and  Britain  spend  12%. 

Poorer  Kenyan  cancer  patients,  unable 
to  afford  the  Aga  Khan,  end  up  in  the  con¬ 
crete  towers  of  Kenyatta  National  Hospital, 
a  decaying  46-hectare  complex.  The  wait¬ 
ing  time  to  be  seen  at  its  oncology  depart- 
ment-the  only  public  one  in  a  country  of 
43m-is  often  longer  than  six  months.  And 
after  surgery  patients  often  have  no  mon¬ 
ey  left  for  chemotherapy,  says  David  Ma- 
kumi  of  Kenya’s  Cancer  Association. 

Some  middle-income  countries  are 
copying  nice’s  approach,  extending  cov¬ 
erage  with  bureaucrats  ruling  on  cost-effec¬ 
tiveness.  Brazil  has  used  its  huge  purchas¬ 
ing  power  to  win  low  prices  and  persuade 
firms  to  transfer  the  technology  for  some 
drugs  to  local  manufacturers  when  patents 
expire.  More  controversially,  India’s  patent 
controller  recently  granted  a  compulsory 
licence  to  Natco,  a  local  manufacturer,  au¬ 
thorising  it  to  make  copies  of  a  patented 
cancer  drug  from  Bayer,  a  German  firm.  In 
other  instances  officials  have  decided  that 
foreign  firms’  drugs  failed  to  meet  India’s 
standards  for  gaining  a  patent,  meaning  lo¬ 
cal  generic  manufacturers  can  copy  them. 

Similar  rows  are  among  those  delaying 
agreement  in  the  tpp.  America’s  propos¬ 
als,  made  public  by  WikiLeaks,  include 
many  provisions  that  favour  drugs  firms, 
including  allowing  patents  for  a  new  ver¬ 
sion  of  a  drug  even  when  there  is  no  evi¬ 
dence  that  it  works  better  than  the  old  one. 
That  could  enable  firms  to  keep  their  pro¬ 
ducts  patented  for  longer  by  tweaking  dos¬ 
age  or  delivery  methods.  Critics  such  as 
Medecins  Sans  Frontieres,  which  sends 
volunteer  doctors  and  nurses  to  many 
poor  places,  say  that  America’s  proposals 
would  hinder  countries  from  using  com¬ 
pulsory  licences  or  limiting  frivolous  pat- 
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ents.  James  Love  of  Knowledge  Ecology  In¬ 
ternational,  an  advocacy  group,  fears  that 
the  tpp  may  make  it  easier  for  drug  firms  to 
sue  governments,  and  that  taxpayers  could 
be  liable  for  huge  damages.  Negotiators 
will  meet  in  the  coming  weeks,  having 
failed  to  hammer  out  a  deal  in  2013. 

Seeking  a  detente 

It  is  unclear  who  will  triumph  in  the  trade 
dispute.  But  faced  with  the  prospect  of 
price  controls,  hostile  patent  laws  and 
compulsory  licences,  firms  will  need  new 
tactics.  “If  you’re  in  industry,  if  your  goal  is 
to  preserve  an  intellectual-property  sys¬ 
tem,  the  only  way  to  do  that  is  to  ensure  af¬ 
fordable  access  to  medicines,”  says  Thom¬ 
as  Bollyky  of  the  Council  on  Foreign 
Relations,  a  think-tank.  In  November  Mr 
Read  of  Pfizer  described  the  drugs  his  firm 
donates  to  treat  trachoma,  a  bacterial  infec¬ 
tion  which  causes  blindness,  as  promoting 
“dialogue  with  governments  and  health 
ministers  to  further  our  needs  of  access 
and  protection  of  intellectual  property.” 

Donations  are  important  in  humanitar¬ 
ian  emergencies,  but  not  the  full  answer, 
says  Seth  Berkley  of  gavi.  In  normal  times 
licensing  works  better,  he  thinks.  Some 
firms  have  signed  royalty  deals  with  gener¬ 
ic  manufacturers,  cutting  the  cost  of  treat¬ 
ment  for  hiv  in  poor  countries. 

Adrian  Towse  of  the  Office  of  Health 
Economics,  a  British  research  group,  ar¬ 
gues  that  the  best  way  to  balance  altruism 
and  capitalism  is  to  vary  prices  according 
to  income,  both  between  countries  and 
within  them.  But  such  schemes  create  op¬ 
portunities  for  grey-market  arbitrage:  the 
illicit  export  of  drugs  from  poorer  coun¬ 
tries  to  richer  ones  where  their  price  is 
higher.  And  they  are  logistically  and  politi¬ 
cally  difficult.  Because  drugs  are  cheap  to  • 
produce,  governments  are  tempted  to  tie 
their  prices  to  those  in  poorer  markets. 
That  saves  them  money,  but  cuts  firms’  in¬ 
centives  to  innovate. 

Encouragingly,  however,  some  firms 
and  countries  are  experimenting  with  va¬ 
ried  pricing.  Roche  sells  a  drug  for  Hepati¬ 
tis  c  to  the  Egyptian  government  at  a  deep 
discount,  with  different  branding  and 
packaging  to  try  to  stop  exports  to  rich 
countries.  Pfizer,  Novartis,  Merck  and  Sa¬ 
nofi  are  working  with  the  Philippine  gov¬ 
ernment  and  the  Bill  and  Melinda  Gates 
Foundation  to  test  varying  drug  prices  by 
patients’  income  on  the  island  of  Palawan. 

In  established  markets  firms  are  testing 
another  idea:  charging  only  if  a  drug 
works.  Such  schemes  require  complex 
data  systems,  but  in  2013  there  were  more 
than  140  worldwide,  up  from  fewer  than 
20  a  decade  earlier.  New  pricing  models 
should  eventually  ensure  that  drug  firms 
profit  from  innovation  and  more  patients 
get  the  care  they  need.  But  for  the  millions 
who  need  treatment  now,  the  wait  will 
seem  very  long.  ■ 
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European  efforts  to  reduce  the  Russian  state-owned  company’s  sway  over  gas 
prices  have  been  partially  successful 


Gazprom  and  European  gas  markets 

Paying  the  piper 


THE  combustibility  of  natural  gas  makes 
it  a  potent  weapon.  When  Gazprom,  a 
giant  gas  company  controlled  by  the  Rus¬ 
sian  state,  cut  off  supplies  to  Ukraine  in  ear¬ 
ly  2009,  in  a  dispute  over  unpaid  bills, 
Europeans  farther  west  suffered  too.  Gaz¬ 
prom  provides  about  a  quarter  of  their  gas, 
to  heat  homes,  fire  industrial  furnaces  and 
fuel  power  stations,  much  of  it  via  a  pipe¬ 
line  through  Ukraine.  European  utilities 
and  regulators  have  since  tried  to  reduce 
the  Russian  company’s  market  power.  Al¬ 
though  they  may  seem  to  be  winning  the 
battle,  Gazprom  could  yet  outmanoeuvre 
its  customers. 

The  main  battleground  is  the  method 
of  setting  the  price  of  gas.  Gazprom  is  keen 
that  its  European  customers  continue  to 
buy  expensive  gas  on  long  contracts,  some¬ 
times  lasting  decades,  with  prices  linked  to 
the  cost  of  oil.  Gazprom  makes  a  nice  profit 
on  such  customers,  since  oil  is  pricey  but  it 
produces  its  gas  cheaply  from  vast  fields 
developed  in  the  Soviet  era.  However,  a 
high  and  rising  proportion  of  European  gas 
is  now  traded  on  spot  markets  at  lower 
prices,  set  by  supply  and  demand. 

When  gas  was  first  sold  internationally 
in  volume,  in  the  1960s,  there  was  no  mar¬ 
ket  to  set  its  price.  Since  it  was  used  as  a 
substitute  for  oil  in  heating  and  power  gen¬ 
eration,  it  seemed  sensible  to  link  its  price 
to  that  of  crude.  Long  contracts  also  made 
sense.  Building  pipelines  from,  say,  Siberia 


I  Russian  squeeze 
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to  Europe  was  costly.  Producers  wanted  to 
be  sure  of  recouping  their  investments. 
Buyers  were  glad  to  secure  supplies. 

The  cracks  began  to  show  when  Eu¬ 
rope’s  gas  markets  were  shaken  by  both  re¬ 
cession  and  the  boom  in  American  shale 
gas.  From  around  2008  Oatari  liquefied 
natural  gas,  once  destined  for  America  but 
now  surplus  to  requirements  there,  was  re¬ 
directed  to  Europe,  adding  to  the  conti¬ 
nent’s  tiny  spot  market.  Meanwhile,  crude 
prices  rose  steadily  from  early  2009,  taking 
oil-indexed  gas  with  them,  and  demand 
for  gas  waned.  All  this  opened  a  big  gap  be¬ 
tween  the  spot  price  and  the  oil-indexed 
price  asked  by  Gazprom,  Norway’s  Statoil 
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and  other  big,  state-run  suppliers. 

Utilities  and  gas  wholesalers,  tied  to 
long  contracts,  were  undercut  by  unen¬ 
cumbered  smaller  rivals  buying  in  the  spot 
market.  The  pain  was  intense.  Gazprom’s 
customers  were  losing  billions  and  head¬ 
ing  for  ruin.  A  few  begged  for  mercy:  in 
2010  both  Gazprom  and  Statoil  are  said  to 
have  introduced  some  spot-pricing  into 
their  contracts.  Some  buyers  invoked  a 
contractual  right  to  arbitration.  In  2012  Ger¬ 
many’s  e.on  and  Poland’s  state  power 
company  reached  a  settlement  with  Gaz¬ 
prom.  Arbitrators  sided  with  rwe,  anoth¬ 
er  German  utility,  insisting  that  Gazprom 
rejig  its  formula  to  take  spot  prices  into  ac¬ 
count  and  awarding  rwe  a  refund.  In  No¬ 
vember  Italy’s  Edison  said  it  too  would 
seek  arbitration. 

The  European  Commission  has  also 
weighed  in.  In  September  2012  the  com¬ 
mission  began  an  antitrust  investigation, 
to  examine  whether  Gazprom  was  hinder¬ 
ing  the  free  flow  of  gas  across  the  European 
Union,  blocking  rival  suppliers  in  central 
and  eastern  member  states  and  imposing 
unfair  prices  through  oil  indexation.  Gaz¬ 
prom  rejects  the  accusations.  However,  the 
investigation  has  worried  the  company, 
because  Europe  provides  40%  of  its  rev¬ 
enue.  Recently  it  has  been  rumoured  that 
Gazprom  is  close  to  agreeing  a  settlement. 

The  proportion  of  Europe’s  gas  bought 
in  the  spot  market  rose  from  15%  in  2008  to 
44%  in  2012.  By  now  it  is  more  than  half;  in 
north-west  Europe  it  is  around  70%.  Statoil, 
seeing  how  the  European  market  is  going, 
has  embraced  the  shift,  selling  around  half 
its  gas  at  prices  indexed  to  the  spot  market. 
This  has  further  undermined  Gazprom’s 
position.  Its  contracted-gas  prices  were 
only  5-6%  above  spot  prices  in  the  first  half 
of  2013,  against  70%  in  2009  (see  chart). 
Thierry  Bros  of  Societe  Generale,  a  bank,  ►► 
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►  explains  that  this  is  due  to  concessions  and 
rebates,  as  well  as  rising  spot  prices  in  the 
past  couple  of  years. 

Gazprom  has  been  adjusting  to  the  new 
terrain.  Although  its  bosses  insist  that  oil 
indexation  will  remain,  it  already  sells 
some  gas  on  spot  markets  and  has  expand¬ 
ed  its  trading  operations  from  a  handful  of 
people  in  the  suburbs  of  London  to  900 
around  the  world. 

However,  it  is  far  too  soon  for  Europe  to 
declare  victory.  It  is  buying  more  from  Gaz¬ 
prom,  not  less.  In  2013  the  company  expect¬ 
ed  to  export  160  billion  cubic  metres  (bcm) 
of  gas  to  Europe,  the  most  since  2008.  It  has 
the  potential  to  send  another  9obcm.  By 
ensuring  that  it  will  remain  Europe’s  mar¬ 
ginal  supplier,  Gazprom  can  influence  spot 
prices,  according  to  Howard  Rogers  of  the 
Oxford  Institute  for  Energy  Studies. 

It  has  the  pipes  as  well  as  the  gas.  The 
struggle  between  Russia  and  the  eu  for  po¬ 
litical  influence  in  Ukraine  partly  reflects 
the  country’s  importance  to  both  sides  as  a 
conduit  for  Russian  gas.  But  Gazprom  ap¬ 
pears  to  have  started  work  on  an  alterna¬ 
tive  route:  South  Stream,  a  $38  billion  pipe¬ 
line  with  a  capacity  of  63bcm  in  the 
“Southern  Corridor”,  bypassing  Ukraine 
via  the  Black  Sea.  Nord  Stream,  under  the 
Baltic  Sea,  already  gives  Gazprom  plenty 
of  capacity  beyond  what  its  current  long¬ 
term  contracts  require,  says  Peter  Hughes, 
an  industry  analyst.  The  company  also  has 
plans  to  add  more  storage  in  Europe,  allow¬ 
ing  it  to  release  gas  swiftly  onto  the  market. 

Gazprom  will  still  deliver  plenty  of  gas 
on  long-term  contracts.  Though  these  will 
be  based  on  the  spot  gas  price  rather  than 
the  oil  price,  its  position  as  Europe’s  mar¬ 
ginal  supplier  will  give  it  influence  over 
spot  prices-and  hence  on  what  its  custom¬ 
ers  pay.  Gazprom  may  have  a  say  on  Euro¬ 
pean  gas  prices  for  years  yet. 

The  eu’s  policymakers,  obsessed  with 
renewables  but  still  presiding  over  the 
burning  of  lots  of  coal,  have  not  given  gas 
the  attention  it  deserves.  Their  efforts  to 
liberalise  gas  markets  look  good  on  paper 
but  implementation  has  been  too  slow.  In¬ 
terest  in  encouraging  alternative  gas  sup¬ 
plies  has  waned.  Support  for  Nabucco,  an¬ 
other  pipeline,  which  would  deliver  gas 
from  Central  Asia  to  Europe,  fell  away.  In 
December  investment  was  finalised  for  a 
much  smaller  pipeline,  proposed  by  a  rival 
consortium,  to  bring  gas  from  Azerbaijan. 
Its  lack  of  capacity  is  unlikely  to  encourage 
the  development  of  supplies  from  Iraq,  the 
Kurdish  region  and  Turkmenistan. 

European  policy  seems  to  be  to  encour¬ 
age  the  transition  to  spot  prices  and  wait 
for  competition  to  Gazprom  to  come  along. 
High  prices  will  eventually  encourage 
more  supplies,  but  this  will  take  time.  More 
mature  markets  for  trading  gas  and  deriva¬ 
tives  would  also  help  to  reduce  buyers’ 
risks.  Meanwhile,  Gazprom  will  still  have 
plenty  of  opportunity  to  cash  in.  ■ 
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Italian  business 

Brave  old  world 


MILAN 

Backs  to  the  wall,  Italian  companies  are  turning  to  the  markets 


PAYING  €1,000  ($1,374)  for  a  down-filled 
jacket  is  a  fashion  statement  of  some 
magnitude.  Paying  24  times  2012  earnings 
for  the  company  that  makes  it  is  an  even 
bigger  one.  Moncler’s  shares  were  richly 
priced  even  by  the  standards  of  luxury- 
goods  firms  when  they  made  their  debut 
on  the  Italian  Stock  Exchange  at  €10.20  on 
December  16th.  They  closed  on  December 
30th  at  €15.80,  valuing  the  company  at 
over  €3.9  billion  and  making  its  boss  and 
main  shareholder,  Remo  Ruffini,  a  paper 
billionaire.  It  was  Europe’s  most  successful 
initial  public  offering  of  2013. 

For  a  country  that  is  supposed  to  be  on 
the  brink  of  economic  collapse  Italy  has 
surprisingly  busy  capital  markets.  As  chart 
1  shows,  more  companies  are  issuing 
shares  and  bonds.  Private-equity  and  ven¬ 
ture-capital  outfits  are  soliciting  money 
again  with  an  eye  to  Italian  buy-outs.  An¬ 
alysts  at  banks,  including  Credit  Suisse  and 
hsbc,  are  urging  investors  to  have  a  good 
look  at  Italian  companies. 

The  big  family-owned  manufacturers 
which  once  dominated  Italy  and  thrived 
abroad-Fiat,  Indesit,  Benetton-have  been 
in  retreat.  On  January  1st  Fiat  said  it  would 
buy  the  41.5%  of  Chrysler  it  does  not  al¬ 
ready  own,  averting  the  need  for  a  Chrys¬ 
ler  share  issue.  Given  the  dire  state  of  Eu¬ 
rope’s  car  market,  Fiat’s  prospects  would 
be  even  bleaker  without  its  control  of 
Chrysler.  But  a  number  of  firms,  many  of 
them  in  luxury  goods  and  almost  all  fo¬ 
cused  on  exports,  are  advancing,  and  turn¬ 
ing  to  the  markets  for  finance. 

Moncler’s  investors  are  betting  that  the 
firm  will  enjoy  the  same  success  as  other 
fancy  Italian  brands:  the  share  prices  of 
Salvatore  Ferragamo,  an  upmarket  shoe- 

I  Securing  the  future 

Issuance  by  non-finanrial  Italian  firms 
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Export  or  die 

Italy's  new  manufacturing  orders  by  destination 
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maker,  and  Brunello  Cucinelli,  a  fashion 
house,  have  trebled  since  the  companies 
went  public  in  2011  and  2012  respectively. 
Turnover  at  Moncler  has  risen  from  €45111 
in  2003,  when  Mr  Ruffini  took  over  the 
company,  to  an  expected  €569111  in  2013, 
and  the  share  of  sales  outside  Italy  has 
grown  from  10%  to  75%.  The  initial  public 
offering  will  let  the  company’s  private- 
equity  backers  pay  back  their  investors 
and  attract  new  ones. 

Small  firms  are  trotting  to  the  stock  ex¬ 
change’s  junior  market.  Italia  Indepen¬ 
dent,  a  maker  of  spectacles,  struggled  to 
find  bank  finance,  despite  having  several 
years  of  profits  and  an  Agnelli  heir  as  co- 
founder  and  chairman  (Lapo  Elkann, 
whose  brother,  John,  is  a  director  of  The 
Economist’s  parent  company).  Going  pub¬ 
lic  provided  money  to  expand  internation¬ 
ally  and  gave  the  firm  a  bit  more  credibility 
abroad,  says  Andrea  Tessitore,  its  chief  ex¬ 
ecutive.  Around  65%  of  sales  have  come 
from  within  Italy;  Mr  Tessitore  expects  that 
next  year  less  than  half  will  be  domestic. 

Rudolph  Gentile  of  Safe  Bag,  which 
wraps  and  electronically  tags  luggage  at 
airports  around  the  world,  was  similarly 
outraged  when  bankers  would  not  lend 
him  the  money  to  exploit  a  lucrative  new 
contract  in  Miami.  He  floated  10%  of  the 
company’s  shares  in  September  and  is 
thinking  of  increasing  the  percentage. 

In  a  country  that  has  long  relied  heavily 
on  bank  finance,  turning  to  the  markets  is 
logical,  if  overdue.  Since  the  crisis,  banks 
everywhere  have  lent  less  to  small  and  me¬ 
dium-sized  firms.  In  Italy,  90%  of  compa¬ 
nies  fall  into  that  category,  and  banks’  bal¬ 
ance-sheets  are  in  particularly  bad  shape. 
The  government,  the  stock  exchange 
(owned  by  the  London  Stock  Exchange  ►► 
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►  Group)  and  several  banks  are  doing  what 
they  can  to  encourage  other  sorts  of  financ¬ 
ing,  lightening  taxes  when  unquoted  com¬ 
panies  issue  debt  securities  and  nurturing 
a  market  in  “mini-bonds”  for  smaller  firms. 

For  most  firms,  many  of  them  family- 
owned,  bonds  are  a  more  comfortable 
route  to  the  capital  markets  than  selling 
shares  and  thus  diluting  control.  But  the 
landscape  is  changing.  “Entrepreneurs  are 
now  younger,”  says  Luca  Peyrano,  an  offi¬ 
cial  at  the  stock  exchange.  “Old-style  fam¬ 
ily  businesses  dealt  with  local  banks  and 
thought  in  terms  of  doing  business  within 
their  region.  Now  entrepreneurs  think 
more  globally  from  the  start.  Their  age  and 
vision  leads  to  their  interest  in  accessing 
capital  markets  and  their  ability  to  do  so.” 

Investors  are  most  attracted  by  compa¬ 
nies  with  a  good  chunk  of  sales  and  even 
production  outside  Italy.  After  more  than 


two  years  of  recession,  Italy’s  economy  is 
expected  to  have  shrunk  by  1.8%  in  2013,  re¬ 
turning  to  wan  growth  this  year.  Domestic 
consumption  has  plunged  and  most  com¬ 
panies  that  depend  on  it  are  struggling. 

Exports,  however,  are  growing,  espe¬ 
cially  to  countries  outside  the  eu.  As  chart 
2  shows  (see  previous  page),  foreign  indus¬ 
trial  orders  are  piling  up  while  domestic 
ones  are  dwindling.  Italy’s  continuing  abil¬ 
ity  to  win  orders  abroad  is  in  spite  of  the 
many  drags  on  Italian  firms’  competitive¬ 
ness,  from  the  thick  tax  wedge  between 
what  they  pay  for  labour  and  what  work¬ 
ers  receive  to  borrowing  costs  estimated  at 
250  basis  points  higher  on  one-  to  five-year 
loans  than  those  German  rivals  face. 

Hence  the  drive  by  many  companies  to 
expand  not  just  exports  but  activities 
abroad.  The  Marcegaglia  Group,  a  large 
maker  of  specialty  steel,  has  invested  over 


Corporate  governance  in  Italy 

Capitalismo  all’italiana 

MILAN 

A  discredited  way  of  doing  business  is  waning,  but  the  going  is  painfully  slow 


W  HEN  Mediobanca  said  in  June  that 
it  planned  to  put  most  of  its  stakes 
in  other  companies  up  for  sale  and  be¬ 
come  a  “normal”  bank,  critics  of  crony 
capitalism  cheered.  For  decades  the 
Italian  investment  bank  has  sat  at  the 
centre  of  a  web  of  cross-shareholdings, 
shareholder  pacts  and  nested  stakes  that 
has  allowed  a  small  group  of  banks,  big 
companies  and  rich  families  to  control 
the  destinies  of  many  of  Italy’s  most 
important  firms.  Although  some  claim 
that  the  system  in  its  day  made  it  possible 
to  rescue  troubled  companies  and  protect 
businesses  from  predators  and  poli¬ 
ticians,  more  blame  it  for  embedding  bad 
management  and  weak  capitalisation. 

In  September  Mediobanca  cut  its 
holding  in  Telco,  which  controls  Telecom 
Italia,  from  11.6%  to  73%-  It  said  in  October 
that  Generali,  an  insurer  of  which  it  is  the 
largest  shareholder,  would  sell  its  recipro¬ 
cal  2%  stake  in  Mediobanca  and  leave  the 
bank’s  shareholder  pact.  Other  pacts, 
such  as  that  which  controls  rcs  Media- 
Group,  owner  of  Corriere  della  Sera, 

Italy’s  leading  newspaper,  are  being 
dissolved.  And  on  December  16th  Gener¬ 
ali  sold  its  stake  in  Pirelli,  a  tyremaker. 

Mediobanca’s  boss,  Alberto  Nagel, 
argues  that  “there  is  an  overall  push  now 
to  wind  down  shareholder  pacts  and 
place  shares  in  the  market.”  But  his  bank 
has  yet  to  keep  a  promise  to  cut  its  13% 
stake  in  Generali  to  10%.  And  if  the  sys¬ 
tem  is  changing,  it  is  mainly  because  the 
money  to  keep  it  going  is  no  longer  there. 
Firms  are  scrambling  for  profits  in  Italy’s 
worst  recession  in  living  memory.  Many 


legacy  shareholdings  have  proved  disas¬ 
trous  investments.  When  Mediobanca 
marked  such  stakes  to  market  last  sum¬ 
mer,  it  recorded  a  €40om  ($5501x1)  loss. 
New  prudential  regulations  will  penalise 
banks  more  severely  for  holding  equities. 

Some  argue  that  the  changes  are  too 
timid  and  too  late.  Matteo  Arpe  was 
hailed  as  Italy’s  most  successful  banker 
when  he  turned  around  Capitalia  be¬ 
tween  2002  and  2007  (when  it  was 
bought  by  a  larger  bank).  But  he  was 
forced  out  by  the  old  establishment. 
Then,  with  his  new  investment  firm, 
Sator,  he  lost  two  bitter  battles  for  control 
of  other  big  institutions.  Convinced  that 
there  is  no  genuine  appetite  for  change 
among  the  elite  at  the  heart  of  the  sys¬ 
tem,  he  has  turned  to  backing  medium¬ 
sized  firms. 

The  views  of  Andrea  Bonomi,  boss  of 
Investindustrial,  another  investment 
firm,  and  Mr  Arpe’s  successful  opponent 
in  the  fight  over  Banca  Popolare  di  Mila¬ 
no  in  2011,  are  eerily  similar.  “We  repaired 
the  bank’s  balance-sheet  and  fought  the 
system  tooth  and  nail  on  governance,”  he 
says,  “but  the  system  fought  back.”  In 
November  Mr  Bonomi  said  he  was  re¬ 
signing  as  its  chairman. 

Things  look  no  brighter  at  Monte  dei 
Paschi  di  Siena,  a  bank  kept  afloat  by  state 
aid.  On  December  28th  a  €3  billion  rights 
issue  planned  for  January  to  forestall 
nationalisation  was  booted  into  mid- 
2014  by  a  foundation  that  controls  a  third 
of  its  shares  and  would  rather  sell  than 
cough  up  or  be  diluted.  Italy’s  bad  old 
business  ways  are  far  from  over. 


€1.2  billion  in  China,  Poland,  Brazil,  Russia 
and  Romania  to  escape  overcapacity  clos¬ 
er  to  home  and  to  be  nearer  to  growing 
markets.  In  the  past  such  investments  were 
financed  by  cashflow  and  bank  loans,  says 
Emma  Marcegaglia,  its  co-chief  executive; 
now  bonds  look  increasingly  attractive. 

Does  it  matter  whether  those  Italian 
firms  that  survive  the  recession  turn  to  the 
markets  for  finance?  Yes,  says  Mr  Tessitore 
of  Italia  Independent:  “Going  public 
means  being  clear  about  where  you  are 
heading,  being  transparent.”  In  other 
words,  it  requires  a  different  approach  to 
management.  For  those  scratching  their 
heads  over  why  Italy,  so  good  at  designing 
products,  has  been  so  bad  at  designing  dur¬ 
ably  world-beating  companies,  the  long  re¬ 
liance  on  loans  from  friendly  bankers  can 
be  only  part  of  the  answer— but  it  is  a  part 
that  is  now  being  put  to  the  test.  ■ 


Social  networks 

Unfriending  mum 
and  dad 

SAN  FRANCISCO 

Fears  that  teenagers  are  deserting 
Facebook  are  overblown 

NOT  long  after  being  snapped  up  by 
News  Corporation  in  2005,  MySpace 
became  a  much  emptier  space  when  many 
teenagers  who  had  used  the  social  net¬ 
work  to  share  music  and  photos  of  them¬ 
selves  in  various  states  of  undress  decided 
it  was  no  longer  the  cool  place  to  be  online. 

A  recent  blog  post  has  sparked  a  debate 
about  whether  Facebook,  which  has  1.2  bil¬ 
lion  users,  is  suffering  a  similar  exodus. 

The  fuss  matters  because  investors 
have  been  very  bullish  about  Facebook’s 
prospects.  Its  share  price  more  than  dou¬ 
bled  in  2013,  ending  the  year  above  $54. 
This  partly  reflects  the  market’s  insatiable 
appetite  for  social-media  stocks,  but  it  is 
also  a  sign  of  investors’  conviction  that  Fa¬ 
cebook’s  users  will  not  tire  of  it. 

Hence  the  interest  in  an  article  on  The 
Conversation,  a  website  showcasing  aca-  ►► 

I  Shades  of  greying 

American  adults  online  using 
social-media  websites,  % 
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►  demic  research.  Published  by  Daniel 
Miller,  a  professor  at  University  College 
London,  it  said  young  people  were  “turn¬ 
ing  away  in  their  droves”  from  Facebook 
and  that  the  social  network  “is  not  just  on 
the  slide,  it  is  basically  dead  and  buried”. 
Teenagers  now  prefer  to  hang  out  on  new 
photo-sharing  and  messaging  services 
such  as  Snapchat  (reportedly  attacked  by 
hackers  this  week),  WhatsApp  and  Insta- 
gram,  where  mums  and  dads  don’t  lurk. 

Mr  Miller  said  he  concluded  that  Face- 
book  was  losing  its  attraction  to  teenagers 
after  interviewing  16-  to  18-year-olds  in  Brit¬ 
ain  as  part  of  a  European  Union-funded 
study  of  social  networks.  But  critics  were 
quick  to  point  out  that  his  sample-just  40 
students— was  tiny  and  that  it  was  there¬ 
fore  rash  to  extrapolate  from  it.  In  a  subse¬ 
quent  blog  post,  the  academic  defended 
his  work,  saying  he  had  based  his  observa¬ 
tions  on  a  broader  set  of  discussions.  He 
also  revealed  that  his  original  post  had 
been  crafted  by  a  journalist  and  said  he 
would  be  more  careful  about  allowing  his 
work  to  be  “sexed  up”  in  future. 


So  Facebook  is  not  facing  a  MySpace 
moment.  However,  it  should  not  be  com¬ 
placent.  Like  many  other  big  networks,  it 
has  been  vacuuming  up  older  customers 
(see  chart  on  previous  page).  And  its  gro  w¬ 
ing  reputation  as  a  sort  of  parental  ns  a 
may  explain  why  some  youngsters  are 
more  wary  of  it.  In  October  2013  David 
Ebersman,  Facebook’s  chief  financial  offi¬ 
cer,  admitted  that  daily  visits  by  younger 
teenagers  had  decreased. 

But  there  is  no  mass  defection  under 
way.  Instead,  teenagers  are  using  different 
social  networks  for  different  things,  says 
Lee  Rainie  of  the  Pew  Research  Centre’s  In¬ 
ternet  and  American  Life  project.  They 
post  less  intimate  stuff  to  Facebook  and 
more  risque  material  to  networks  not  yet 
gatecrashed  by  their  parents.  Mr  Miller’s 
research  has  also  highlighted  this  habit. 

The  danger  for  Facebook  is  that  one  of 
these  newer  places  starts  to  attract  parents. 
That  is  why  the  firm  swallowed  Instagram 
in  2012  and  recently  tried  to  snap  up  Snap- 
chat.  The  teenagers  on  Facebook  may  not 
be  rebelling,  but  keep  an  eye  on  them.  ■ 


Artisanal  capitalism 

The  art  and  craft  of  business 


BROOKLYN 

Etsy  is  starting  to  show  how  the  maker  movement  can  make  money 


WILLIAM  MORRIS,  the  father  of  the 
Arts  and  Crafts  movement  that  brief¬ 
ly  flowered  in  the  late  19th  century,  would 
have  approved  of  Etsy.  The  Brooklyn  com¬ 
pany  is  home  to  a  thriving  online  market¬ 
place  for  around  1m  jewellers,  candlemak- 
ers,  bag  designers,  woodcutters  and  other 
artists  and  craftspeople  from  around  the 
world.  Among  current  bestsellers  are  com¬ 
bat  boots  from  Italy  ($367),  a  snow-goose 
necklace  from  Raleigh,  North  Carolina 
($29),  and  a  minimalist  stainless-steel  toi¬ 
let-roll  holder  from  Portland,  Oregon  ($36). 
For  $4  you  can  buy  a  fridge  magnet  bearing 
Morris’s  dictum:  “Have  nothing  in  your 
house  that  you  do  not  know  to  be  useful  or 
believe  to  be  beautiful.” 

Morris  championed  artisanship  as  an 
alternative  to  the  mass  production  of  his 
day,  which  he  believed  promoted  shoddy 
design  and  dehumanised  labour.  Etsy  too 
is  on  a  mission  to  “humanise”  work  and 
commerce,  says  Chad  Dickerson,  its  chief 
executive.  As  a  business,  it  has  just  com¬ 
pleted  its  best  year  since  it  was  founded  in 
2005.  In  2012  sales  on  Etsy  totalled  $895111; 
by  October,  before  the  busy  holiday  shop¬ 
ping  season,  they  had  already  passed  $1 
billion  for  2013.  Although  Etsy  takes  only  a 
small  fraction  of  that,  charging  20  cents  per 
item  listed  and  3.5%  of  every  sale,  it  is  said 


Useful  or  beautiful? 


to  be  valued  at  more  than  $1  billion.  There 
is  speculation  that  it  will  sell  shares  to  the 
public  in  2014. 

This  has  established  Etsy  as  the  leading 
business  of  the  maker  movement,  the  21st- 
century  heirs  of  Arts  and  Crafts.  Morris’s 
followers  were  uncomfortable  with  mod¬ 
ern  technology,  spending  decades  debat¬ 
ing  whether  machines  should  play  any 
part  in  production.  Etsy  and  other  maker 
firms  have  the  same  love  of  design  and  de- 
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tail  but,  in  contrast,  have  prospered  by  em¬ 
bracing  technology  wholeheartedly. 

Etsy  has  borrowed  from  (the  much  larg¬ 
er)  eBay  the  connection  of  small-scale  sell¬ 
ers  to  millions  of  far-flung  buyers,  as  well 
as  reputation-building  systems  in  which 
the  two  sides  rate  each  other.  It  has  added  a 
social  element  that  eBay  has  never  mas¬ 
tered.  It  teaches  Etsians,  as  sellers  are 
known,  about  business,  and  facilitates  on¬ 
line  bulletin  boards  and  offline  meetings, 
especially  in  places,  such  as  Brooklyn,  San 
Francisco,  London  and  Berlin,  with  high 
concentrations  of  Etsians. 

More  than  a  hobby 

Other  promising  businesses  serving  mak¬ 
ers  include  crowdfunding  sites,  such  as  In- 
diegogo  and  Kickstarter,  and  design  sites, 
such  as  Quirky.  Today’s  artisans  are  also 
taking  advantage  of  advances  in  3D  print¬ 
ing  and  computer-assisted  design.  In  2013 
about  100,000  designs  per  month  were 
uploaded  to  Shapeways,  a  3D  producer 
with  a  marketplace  on  which  13,500  de¬ 
signers  have  opened  shops. 

The  maker  movement  can  no  longer  be 
dismissed  as  just  a  bunch  of  tech-loving 
amateurs.  In  November  Etsy  published  a 
study  based  on  a  survey  of  5,500  of  its 
American  sellers,  of  whom  88%  were 
women.  Although  97%  worked  from 
home,  74%  said  they  considered  their  Etsy 
shops  to  be  businesses,  not  hobbies.  Al¬ 
though  most  said  they  used  Etsy  to  top  up 
earnings  from  other  work,  18%  said  that  it 
was  their  full-time  job.  Mr  Dickerson  sees 
this  as  the  start  of  a  trend,  particularly 
among  women  and  under-30s,  towards 
work  with  flexible  hours,  based  on  a  per¬ 
sonal  interest  and  done  at  home. 

Maybe.  But  the  rise  of  Etsy  may  say 
more  about  consumers  than  about  sellers.- 
“People  are  getting  tired  of  the  same  old 
big-box  retail  products,”  says  Mr  Dicker- 
son,  adding  that  young  adults  in  particular 
are  attracted  by  the  life  stories  of  the  sellers 
whose  products  they  buy.  Presumably 
with  Amazon  in  mind,  he  says  this  “could 
not  be  more  different  than  mass-produced 
items  delivered  to  you  by  drone.” 

Big  retailers  are  prepared  to  test  this 
claim.  In  2013  Etsy  convinced  several  of 
them,  including  Nordstrom,  a  posh  depart¬ 
ment-store  chain,  to  experiment  by  putting 
its  products  on  their  shelves.  Etsians  also 
give  in-store  demonstrations.  Others  are 
trying  to  do  the  same  thing  without  Etsy. 
EBay  recently  started  selling  artisanal  pro¬ 
ducts  selected  by  Martha  Stewart,  a  life¬ 
style  guru,  branded  American  Made.  Some 
analysts  detect  parallels  with  the  early 
stages  of  the  rise  of  organic  and  local  foods, 
from  farmers’  markets  via  specialist  retail¬ 
ers  such  as  Whole  Foods  Market  to  the 
shelves  of  Tesco  and  Walmart. 

Whereas  the  Arts  and  Crafts  movement 
was  split  over  the  role  of  machines,  the 
maker  movement  is  divided  over  out-  ►► 
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►  sourced  supply  chains.  In  November  Etsy 
introduced  new  rules  allowing  sellers  to 
have  their  products  manufactured  by  oth¬ 
er  firms.  Mr  Dickerson  says  this  was  essen¬ 
tial  to  allow  its  most  successful  sellers  to 
expand  their  business  and  keep  them  from 
leaving  the  site  (perhaps  for  eBay).  As  long 
as  the  seller  “authors”  the  product  and  is 
open  about  who  makes  it,  self-policing  by 
Etsians  will  ensure  that  only  small  artisa¬ 
nal  manufacturers  are  employed,  not 
sweatshops  in  Shenzhen,  he  insists.  It  is 
“very  important  that  Etsy  stay  true  to  the 
idea  that  you  are  buying  from  a  person  not 
a  company,  even  if  that  person  is  getting 
help,”  adds  Fred  Wilson  of  Union  Square 
Ventures,  an  early  investor  in  the  firm. 

Etsians  are  unconvinced,  judging  by 
claims  on  discussion  boards  that  the  firm  is 
selling  out  true  artisans,  under  pressure 
from  investors  hoping  to  profit  from  an  ini¬ 
tial  public  offering.  Some  have  quit  the  site 
in  protest.  These  fears  first  surfaced  in  July 


BRIAN  BRETT,  a  poet,  called  farming  “a 
profession  of  hope”.  Farmers  must 
pray  for  just  enough  rain,  amenable  soil 
conditions  and  good  market  prices.  In 
Argentina  their  prayers  do  not  end  there. 
Since  the  country’s  financial  crisis  in  2002, 
its  government  has  taxed  farmers  at  be¬ 
tween  20%  and  35%  on  their  grain  exports, 
while  galloping  inflation  has  pushed  costs 
up  by  25%  a  year.  Worse,  the  government 
has  propped  up  the  Argentine  peso  so  that 
it  is  60%  stronger  than  it  would  be  if  freely 
traded,  making  crops  too  dear  to  sell  even 
as  commodity  prices  have  soared. 

This  harsh  climate  has  caused  many  of 
Argentina’s  agriculture  groups  to  shrink 
their  presence  in  the  country.  El  Tejar,  once 
Argentina’s  largest  farming  group  and  still 
the  largest  in  the  Americas,  harvested  only 
30,000  hectares  (75,000  acres)  in  the 
2012-13  growing  season,  down  from 
180,000  the  year  before  and  300,000  at  its 
peak.  The  company  also  moved  its  head¬ 
quarters  to  Brazil. 

Los  Grobo,  a  family-owned  firm  and 
the  second-largest  grain  producer  in  Latin 
America,  has  chosen  a  different  strategy: 
metamorphosis.  Instead  of  decamping  to 
Brazil,  Los  Grobo  has  sold  its  Brazilian  op¬ 
erations  and  bought  Agrofina,  an  Argen¬ 
tine  agrochemical  company,  promising  to 
spend  400m  pesos  ($6im  at  the  official 
rate)  on  expanding  its  output  and  investing 
in  other  seed-treatment  plants. 


2011,  when  the  board  replaced  Rob  Kalin, 
Etsy’s  30-year-old  co-founder  and  chief  ex¬ 
ecutive,  with  the  more  conventionally 
businesslike  Mr  Dickerson. 

Some  Etsians  take  comfort  in  the  fact 
that  Etsy  is  a  b  Corp,  a  new  corporate  form 
designed  to  protect  a  firm  with  an  explicit 
social  mission  from  undue  demands  from 
shareholders.  If  it  goes  public,  Etsy  will 
provide  an  important  test  of  whether  such 
notions  can  withstand  the  short-term  pres¬ 
sures  of  the  stockmarket-assuming  inves¬ 
tors  can  be  persuaded  to  buy  these  new¬ 
fangled  shares  in  the  first  place.  Mr  Wilson 
is  convinced  that  they  will,  though  the 
shares  may  fetch  a  lower  price. 

Morris’s  movement  ultimately  failed 
because  it  tried  to  reject  capitalism  and  re¬ 
turn  to  an  artisanal  golden  age  that  had 
never  existed.  Having  embraced  new  tech¬ 
nology  and  business  models,  Etsy  and  the 
rest  of  the  maker  movement  may  stand  a 
better  chance  of  supporting  artisans.  ■ 


Gustavo  Grobocopatel,  the  chairman 
of  Los  Grobo,  insists  that  both  moves  were 
merely  opportune  rather  than  a  contrarian 
bet  on  Argentina  just  as  competitors  are 
fleeing.  Nevertheless,  he  is  keen  for  his 
company  to  be  in  a  good  position  to  bene¬ 
fit  once  the  economy  picks  up.  Unlike 
many  outside  observers,  he  believes  this 
will  not  take  long. 

Whereas  most  of  his  rivals  focus  solely 
on  grain  production,  Mr  Grobocopatel  de¬ 
scribes  his  company  as  a  flexible  “one-stop 
shop”  that  also  provides  other  farmers 
with  supplies,  financing,  trading  services 
and  transport.  As  a  result  Los  Grobo’s  com¬ 
petitors  are  sometimes  also  its  customers. 
El  Tejar  has  used  its  trading  and  logistics 
services  for  more  than  20  years. 

Los  Grobo’s  production  branch,  which 
reaped  nearly  $150111  in  revenues  in  the 
201L-12  harvest,  is  also  more  nimble  than 
most  traditional  grain  operations  thanks  to 
its  lack  of  overheads.  The  company  does 
not  own  a  single  shovel  or  acre.  Instead  it 
leases  machinery  and  land  from  others. 

This  outsourcing  model  is  now  used  for 
nearly  60%  of  farmland  in  Argentina, 
where  strong  property-rights  protection 
and  inheritance  laws  make  it  ripe  for  leas¬ 
ing.  Los  Grobo  is  credited  with  pioneering 
its  application  on  a  large  scale.  Since  the 
2004-05  harvest,  Los  Grobo  has  rented  at 
least  170,000  hectares  of  farmland.  In  its 
peak  year,  2010-11,  it  leased  320,000  hect¬ 


ares  in  Argentina,  Brazil  and  Uruguay  on 
which  it  grew  wheat,  oilseeds  and  Argenti¬ 
na’s  most  popular  crop,  soyabeans.  Until 
this  year  El  Tejar  also  rented  much  of  its 
land  and  machinery,  though  it  has  recently 
cut  its  rented  acreage  to  concentrate  on 
working  land  that  it  owns.  Two  other  giant 
Argentine  agribusinesses,  Cresud  and 
Adecoagro,  own  most  of  the  land  they 
work,  and  are  thus  seen  by  investors  as 
property  plays  as  much  as  agribusinesses. 

The  company’s  roots  can  be  traced  to 
1915,  when  Mr  Grobocopatel’s  great-grand¬ 
father,  Abraham,  was  given  a  15-hectare 
plot  by  Baron  Maurice  de  Hirsch,  a  Ger- 
man-Jewish  philanthropist  who  was  help¬ 
ing  Jews  escape  persecution  in  tsarist  Rus¬ 
sia.  Over  the  next  two  generations,  the 
family’s  holding  grew  to  4,500  hectares, 
before  the  current  generation  switched  to 
the  asset-light  model. 

At  the  same  time  as  it  was  shedding  its 
physical  assets,  Los  Grobo  invested  heavi¬ 
ly  in  developing  new  technology  and  culti¬ 
vation  techniques.  It  was  one  of  the  first 
big  groups  in  Argentina  to  champion  no¬ 
till  farming,  a  technique  that  reduces  soil 
erosion.  It  was  also  an  early  experimenter 
with  genetically  modified  seeds.  Both 
methods  have  since  been  widely  adopted 
across  the  country. 

Besides  wheat  and  soyabeans,  many  of 
Los  Grobo’s  rented  fields  are  being  planted 
with  sensors  that  send  real-time  data 
about  soil  temperature  and  humidity  to 
the  firm’s  managers,  to  help  them  monitor 
the  crops.  Mr  Grobocopatel  sees  scope  for 
spreading  his  high-tech,  low-asset  model 
across  South  America  and  beyond:  “Farm¬ 
ing  based  on  knowledge  rather  than  assets 
will  change  the  paradigm  of  agribusiness,” 
he  says.  “This  is  the  model  that  is  most  ap¬ 
propriate  for  difficult  places  with  ineffi¬ 
cient  or  nascent  farming  sectors.  If  applied 
on  a  large  scale,  keeping  in  mind  sustaina¬ 
bility,  innovation  and  organisational  effi¬ 
ciency,  it  would  mean  a  revolution.”  ■ 


Own  the  soya  not  the  soil 


Agribusiness  in  Latin  America 

Farming  without  fields 


BUENOS  AIRES 

An  Argentine  farming  group  is  heavy  on  science  and  light  on  assets 
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Schumpeter  |  Bringing  home  the  bacon 


Tiny  Denmark  is  an  agricultural  superpower 


EVERY  weekday  20,000  pigs  are  delivered  to  the  Danish  Crown 
company’s  slaughterhouse  in  Horsens,  in  central  Denmark. 
They  trot  into  the  stunning  room,  guided  by  workers  armed  with 
giant  fly  swats.  They  are  hung  upside  down,  divided  in  two, 
shaved  of  their  bristles  and  scalded  clean.  A  machine  cuts  them 
into  pieces,  which  are  then  cooled,  boned  and  packed. 

The  slaughterhouse  is  enormous,  ten  football  pitches  long 
withnkm  of  conveyor  belts.  Its  managers  attend  to  the  tiniest  de¬ 
tail.  The  fly-swatting  workers  wear  green  rather  than  white  be¬ 
cause  this  puts  the  pigs  in  a  better  mood.  The  cutting  machine 
photographs  a  carcass  before  adjusting  its  blades  to  its  exact  con¬ 
tours.  The  company  calibrates  not  only  how  to  carve  the  flesh, 
but  also  where  the  various  parts  will  fetch  the  highest  prices:  the 
bacon  goes  to  Britain  and  the  trotters  to  China. 

Denmark  is  a  tiny  country,  with  5.6m  people  and  wallet-drain¬ 
ing  labour  costs.  But  it  is  an  agricultural  giant,  home  to  30m  pigs 
and  a  quiverful  of  global  brands.  In  2011  farm  products  made  up 
20%  of  its  goods  exports.  The  value  of  food  exports  grew  from  €4 
billion  ($5.5  billion)  in  2001  to  €16.1  billion  in  2011.  The  govern¬ 
ment  expects  it  to  rise  by  a  further  €6.7  billion  by  2020. 

Why,  in  a  post-industrial  economy,  is  the  food  industry  still 
thriving?  Much  of  the  answer  lies  in  a  cluster  in  the  central  region 
of  the  country.  Policymakers  everywhere  are  obsessed  by  creat¬ 
ing  their  own  Silicon  Valleys.  But  Denmark’s  example  suggests 
that  the  logic  of  clustering  can  be  applied  as  well  to  ancient  in¬ 
dustries  as  to  new  ones.  In  central  Denmark  just  as  in  California, 
innovation  is  in  the  air,  improving  productivity  is  a  way  of  life, 
and  the  whole  is  much  greater  than  the  sum  of  the  parts.  Entre¬ 
preneurs  see  the  future  in  meat  and  milk. 

The  cluster  includes  several  big  companies,  which  act  as  its 
leading  investors:  Danish  Crown,  Aria,  Rose  Poultry  and  DuPont 
Danisco.  (DuPont’s  purchase  of  Danisco  in  2011,  which  created  a 
great  deal  of  anxiety  about  American  multinationals  buying  up 
Denmark’s  crown  jewels,  was  a  sign  of  the  agricultural  sector’s 
vitality.)  Plenty  of  smaller  firms  are  also  sprouting,  which  act  as 
indicators  of  nascent  trends  and  incubators  of  new  ideas. 

Though  the  food  industry,  capital-intensive  and  tightly  regu¬ 
lated,  is  rarely  rich  soil  for  entrepreneurs,  in  Denmark  it  is  fertile. 
Several  young  companies  are  making  information-technology 


tools  for  different  bits  of  the  business:  LetFarm  for  fields,  Bovisoft 
for  stables,  AgroSoft  for  pigs,  Webstech  for  grain,  isi  Food  Protec¬ 
tion  focuses  on  dealing  with  organisms  that  spoil  food  or  spread 
poisoning.  InoMEGA3  specialises  in  food  ingredients  containing 
Omega-3  fatty  acids,  which  are  credited  with  various  health-giv¬ 
ing  powers.  Soy4you  develops  alternatives  to  meat  products. 

The  cluster  also  has  a  collection  of  productivity-spurring  insti¬ 
tutions  such  as  the  Danish  Cattle  Research  Centre  and  the  Know¬ 
ledge  Centre  for  Agriculture.  Danish  universities  remain  at  the 
forefront  of  the  agro-industry:  at  Danish  Technical  University 
(dtu)  1,500  people  work  on  food-related  subjects.  A  tradition  of 
public-private  partnerships,  which  began  with  farmers  forming 
co-operatives  to  improve  production  and  marketing  in  the  late 
19th  century,  continues  to  flourish.  An  Agro  Food  Park  near  Aar¬ 
hus,  backed  by  the  industry  and  the  regional  government,  is  near¬ 
ing  completion.  It  employs  800  people  already  and  is  expected  to 
have  3,000  staff  by  2020. 

The  Cattle  Research  Centre,  for  example,  demonstrates  that 
there  are  dozens  of  ways  to  boost  bovine  productivity.  Robots 
can  do  everything  from  milking  cows  to  keeping  them  washed 
and  brushed  to  mucking  out  their  living  quarters.  The  milking  ro¬ 
bot  can  also  act  as  a  “lab  in  the  farm”  by  analysing  the  milk  for 
signs  of  health  problems.  Microchips  can  keep  an  eye  on  cows’ 
behaviour.  Carefully  screened  “Viking  semen”  can  improve  the 
quality  of  the  stock. 

The  word  on  everyone’s  lips  is  “innovation”.  Big  companies 
are  building  centres  to  develop  new  products.  Aria  is  spending 
€36m  on  one  in  the  Agro  Food  Park.  DuPont’s  centre  in  Aarhus  is 
part  of  a  global  network  with  branches  in  America,  Australia  and 
China.  They  are  also  abandoning  their  insular  ways,  collaborat¬ 
ing  with  startups  and  sponsoring  food  festivals  and  star  chefs. 
Universities  are  adding  departments:  Aarhus  now  has  a  centre 
devoted  to  consumer  behaviour  in  regard  to  food  and  dtu  is  fo¬ 
cusing  on  “bio-silicon”-applying  it  to  food. 

Land  of  milk  and  honey-roast  ham 

If  all  this  spending  on  innovation  is  to  pay  off  and  Denmark’s 
food  industry  is  to  continue  to  thrive,  the  country’s  farmers  will 
have  to  overcome  formidable  challenges  at  home  and  abroad. 
Among  the  Danish  public,  distaste  for  “factory  farming”  is  in¬ 
creasing.  “Borgen”,  a  popular  television  political  drama,  devoted 
an  entire  episode  to  criticising  pig  farming.  Demand  is  shifting 
from  the  European  Union,  which  consumes  more  than  60%  of 
Denmark’s  food  exports,  to  emerging  countries,  some  of  which 
are  becoming  agricultural  powers  in  their  own  right.  Growing 
pressure  on  natural  resources  such  as  water  and  feedstock  could 
render  some  of  the  industry  unsustainable. 

Against  that,  food  is  a  growing  industry:  demand  is  set  to  rise 
by  60%  by  2030,  and  Denmark’s  food  cluster  is  as  well  placed  as 
any  to  benefit.  Its  companies  have  lots  of  expertise  in  food  safety, 
for  example:  China  has  identified  Denmark  as  a  model.  Danish 
firms  are  thriving  at  the  high  as  well  as  the  low  end  of  the  busi¬ 
ness:  Noma,  a  celebrated  restaurant  in  Copenhagen,  has  helped 
to  create  a  cult  of  Nordic  food,  including  pig’s  tails,  supplied  by 
Danish  Crown.  Above  all,  perhaps,  Danes  are  remarkably  hard- 
headed  about  making  money  out  of  blood  and  soil:  the  Danish 
Crown  slaughterhouse  organises  regular  tours  for  visitors,  in¬ 
cluding  schoolchildren,  with  views  of  the  killing  line.  ■ 
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Bankers'  pay 

The  law  of  small(er)  numbers 


Pay  at  investment  banks  is  starting  to  fall,  but  not  because  politicians  have  capped  it 


44XTAUGHTY  or  nice”  is  not  a  discus- 

l\l  sion  investment  bankers  have  with 
Santa  before  Christmas  but  one  they  have 
with  their  bosses  early  in  the  new  year. 
The  haggling  usually  opens  with  the  boss 
saying  what  a  tough  year  it  has  been  and 
the  bankers,  often  experienced  traders  and 
dealmakers,  talking  about  how  valuable 
they  are.  This  year’s  negotiations  will  be 
unusually  tense.  At  stake  will  not  simply 
be  pay,  an  issue  complicated  by  the  intro¬ 
duction  on  January  ist  of  a  bonus  cap  in 
Europe,  but  also  jobs. 

After  peaking  at  the  end  of  2010,  em¬ 
ployment  in  the  investment-banking  in¬ 
dustry  has  been  declining  steadily.  Deut¬ 
sche  Bank  reckons  that  the  number  of 
bankers  employed  by  the  ten  largest  firms 
will  fall  by  about  3,000  in  2014,  leaving  the 
total  20%  below  its  peak.  Add  in  job  losses 
at  smaller  firms  and  declines  in  support 
staff,  and  total  worldwide  employment  in 
the  industry  may  fall  by  20,000  this  year. 

Pay  is  dropping  too.  At  Goldman  Sachs 
and  JPMorgan  Chase  average  pay  slipped 
by  about  5%  in  the  first  nine  months  of  last 
year,  a  figure  that  is  probably  representa¬ 
tive  of  the  wider  industry.  Over  the  longer 
run,  average  pay  at  the  world’s  biggest  in¬ 
vestment  banks  has  barely  changed  (see 
chart),  which  means  it  has  fallen  slightly 
after  inflation.  The  pace  of  pay  cuts  is  likely 
to  accelerate,  senior  bankers  say. 

The  biggest  reason  for  the  cutbacks  is 


that  after  decades  of  growth  in  revenues 
(punctuated  by  brief  declines),  the  invest¬ 
ment-banking  industry  is  facing  a  structur¬ 
al  downturn.  Regulators  in  America  have 
banned  banks  from  trading  securities  for 
their  own  profit.  Higher  capital  standards 
everywhere  are  forcing  investment  banks 
to  shrink  their  balance-sheets  and  regula¬ 
tions  are  making  banks  move  much  of 
their  derivatives  trading  from  opaque  and 
profitable  “over-the-counter”  transactions 
onto  exchanges  and  into  central  clearing¬ 
houses,  where  fees  are  likely  to  fall. 

Although  final  figures  are  not  available, 
the  investment-banking  revenues  of  the 
industry’s  biggest  firms  probably  fell  by 
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about  5%  in  2013,  according  to  Coalition,  a 
data-provider.  That  leaves  them  about  a 
quarter  lower  than  their  peak  in  2009. 

In  fact,  the  industry’s  revenues  and 
profitability  have  fallen  far  more  sharply 
than  pay  and  employment.  McKinsey,  a 
consultant,  reckons  that  for  the  13  biggest 
investment  banks  revenues  have  fallen  by 
10%  a  year  since  2009,  while  costs  have 
dropped  by  just  1%  a  year.  The  main  reason 
for  this  mismatch  is  the  relentless  opti¬ 
mism  of  those  who  work  in  the  industry. 
Most  big  banks  hired  energetically  after 
the  financial  crisis,  hoping  to  gain  a  greater 
share  of  the  market  as  rivals  cut  back. 

Another  reason  is  the  difficulty  in  mak¬ 
ing  incremental  cuts  at  investment  banks 
without  shutting  down  whole  depart¬ 
ments.  Trading  businesses  often  have  large 
fixed  costs  such  as  computer  systems  and 
compliance  departments  that  are  difficult 
to  shrink.  Simply  thinning  the  numbers  of 
traders  and  bankers  often  results  in  rev¬ 
enues  falling  faster  than  costs. 

A  failure  to  cut  costs  fast  enough  means 
that  the  industry’s  profitability  has  been 
ruined.  Average  returns  on  equity  for  the 
biggest  investment  banks  slumped  to 
about  8%  last  year,  according  to  McKinsey. 
Without  deep  cost  cuts  it  reckons  this  figure 
will  fall  to  4%  by  2019.  That  sobering  pros¬ 
pect  is  now  prompting  deeper  cutbacks, 
particularly  at  European  banks  such  as 
ubs,  Credit  Suisse  and  Royal  Bank  of  Scot¬ 
land  which  are  getting  out  of  whole  lines 
of  business,  ubs,  for  instance,  has  decided 
to  get  out  of  most  debt  trading  and  is  trim¬ 
ming  about  10,000  jobs. 

Against  this  backdrop  there  is  one  part 
of  bankers’  pay  that  is  likely  to  rise.  New 
rules  that  came  into  force  at  the  start  of  the 
year  in  Europe  will  prevent  banks  from 
paying  thousands  of  key  employees  bo¬ 
nuses  that  are  bigger  than  their  annual  sal-  ►► 
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►  aries.  The  result  will  not  be  the  cut  in  total 
pay  that  European  lawmakers  expected. 
Instead  banks  have  already  figured  out 
wheezes  to  work  around  the  rules. 

The  first  is  to  bump  up  basic  salaries 
while  reducing  the  portion  of  pay  allocat¬ 
ed  to  a  bonus.  This  cuts  against  much  of  the 
work  done  by  regulators  to  tie  bankers’  pay 
to  performance  and  to  defer  large  chunks 
of  it  so  it  can  be  withdrawn  if  the  bank  sub¬ 
sequently  does  badly.  In  Britain,  for  in¬ 
stance,  the  country’s  highest-paid  bankers 
received  bonuses  in  2012  that  were  3.8 
times  their  salaries. 

Across  the  industry  most  big  banks 


have  signed  up  to  international  principles 
under  which  60%  of  bankers’  total  pay 
should  be  deferred  (and  thus  not  part  of 
basic  pay),  according  to  Oliver  Wyman,  an¬ 
other  consulting  firm.  That  trend  is  likely  to 
reverse  in  Europe,  bankers  say.  “The  more  I 
pay  in  fixed,  the  less  I  have  to  claw  back,” 
complains  the  boss  of  the  European  arm  of 
a  large  international  bank.  “This  doesn’t  do 
what  the  legislation  wanted  it  to  do.” 

A  second  wheeze  being  tried  by  inter¬ 
national  banks  is  to  exploit  a  loophole  that 
allows  them  to  pay  bonuses  that  are  twice 
as  large  as  normally  allowed  if  share¬ 
holders  approve  this  in  a  vote.  Since  many 


are  structured  as  subsidiaries  whose  only 
shareholder  is  their  parent  bank,  getting 
shareholder  consent  is  a  doddle. 

Other  ploys  include  paying  monthly 
cash  “allowances”  or  granting  forgivable 
loans  that  only  have  to  be  repaid  if  the 
banker  leaves  within  a  certain  period  of 
time.  The  impact  of  these  ruses  will,  how¬ 
ever,  be  limited,  mainly  because  of  relent¬ 
less  pressure  on  banks  to  cut  pay  to  im¬ 
prove  returns  for  shareholders.  After  years 
of  watching  their  employees  naughtily 
pocket  large  cheques  while  passing  losses 
on  to  shareholders  and  taxpayers,  the  own¬ 
ers  of  banks  are  in  no  mood  to  be  nice.  ■ 


Buttonwood 

Stockmarket  investors  are  more  optimistic  than  the  fundamentals  warrant 


EQUITY  markets  finished  2013  with  a 
bang,  with  the  s&p  500  index  deliver¬ 
ing  a  return  to  investors  of  more  than  30%, 
once  dividends  are  included.  And  inves¬ 
tors’  optimism  appeared  to  be  borne  out 
by  trends  in  the  American  economy,  the 
world’s  largest,  as  third-quarter  growth 
figures  were  revised  higher  on  December 
20th  to  show  an  annualised  gain  of  4.1%. 

Even  so,  there  is  something  slightly 
odd  about  this  rosy  picture.  Economic 
growth  is  good  for  the  stockmarket  be¬ 
cause  a  healthy  economy  should  boost 
profits.  But  the  data  show  that  profit 
growth  slowed  significantly  in  the  third 
quarter.  Total  corporate  profits  in  America 
grew  by  $39.2  billion  over  the  three 
months  to  September,  compared  with  a 
$66.8  billion  rise  in  the  second  quarter; 
domestic  profits  rose  by  $12.7  billion, 
down  from  $37.8  billion. 

As  a  result,  the  big  gains  of  2013  were 
caused  by  investors  re-rating  the  equity 
markets  (giving  shares  a  higher  valuation) 
rather  than  because  of  the  profit  funda¬ 
mentals.  Total  profits  for  s&p  500  compa¬ 
nies  in  2013  are  likely  to  have  risen  by  only 
7.7%,  a  long  way  short  of  the  gains  in  the 
index. 

Equity  investors  are  always  forward- 
looking,  of  course,  so  perhaps  their  opti¬ 
mism  was  caused  by  their  views  on  pro¬ 
fits  in  2014-  That  sounds  plausible  in 
theory,  but  the  facts  are  rather  different; 
analysts  spent  December  revising  down 
their  profit  forecasts. 

A  slowdown  in  profit  growth  would 
hardly  be  surprising,  given  that  profits  are 
at  their  highest  as  a  proportion  of  Ameri¬ 
can  gdp  since  the  second  world  war.  But 
that  points  to  another  oddity.  On  the  best 
long-term  measure,  the  cyclically-adjust¬ 
ed  price-earnings  ratio  (which  averages 
profits  over  10  years),  American  equities 
trade  on  a  multiple  of  25.4,  according  to 


Professor  Robert  Shiller  of  Yale  University, 
well  above  the  historic  average. 

Why  would  a  higher-than-average  p/e 
ratio  be  justified?  For  individual  stocks,  the 
answer  is  clear:  rapidly-growing  compa¬ 
nies  trade  on  a  high  multiple  of  current 
profits  because  their  future  profits  are  ex¬ 
pected  to  grow  strongly.  But  American 
companies  do  not  fit  the  template.  They 
are  trading  on  a  high  multiple  at  a  time 
when  profits  are  already  historically  high 
and  growth  appears  to  be  slowing. 

The  most  common  explanation  for  this 
discrepancy  is  that  monetary  policy  is 
driving  the  equity  market.  Holding  down 
both  short-term  rates  and  long-term  bond 
yields  forces  investors  out  of  cash  and 
bonds  and  into  the  stockmarket.  In  2013 
fixed-income  mutual  funds  suffered  their 
first  annual  outflow  since  2004. 

The  only  period  when  the  stockmarket 
faltered  in  2013  was  during  the  summer, 
when  the  Federal  Reserve  talked  of  reduc¬ 
ing  the  scale  of  its  monetary  support.  By 
December,  when  the  Fed  did  actually  an¬ 
nounce  the  tapering  of  its  asset  purchases, 
the  markets  were  braced  for  the  bad  news. 
The  scale  of  tapering  was  also  quite  mod¬ 


est  and  the  Fed,  along  with  other  central 
banks,  made  it  clear  that  short-term  rates 
will  remain  low  in  2014. 

Nevertheless,  this  only  creates  anoth¬ 
er  puzzle.  Central  banks  have  been  pull¬ 
ing  out  all  the  stops  in  monetary-policy 
terms;  not  just  in  the  form  of  quantitative 
easing  but  in  the  low  level  of  interest 
rates.  In  the  first  three  centuries  of  its  exis¬ 
tence,  which  saw  deflation,  depression 
and  world  wars,  the  Bank  of  England  nev¬ 
er  felt  the  need  to  push  interest  rates  as 
low  as  they  are  now.  That  suggests  central 
bankers  are  very  worried  about  the  eco¬ 
nomic  prospects  for  their  countries.  But 
investors  seem  convinced  that  econo¬ 
mies  can  recover  and  that  central  banks 
will  keep  rates  low;  either  the  former  are 
wrong  in  their  optimism  or  the  latter’s 
pessimism  is  overdone. 

This  dichotomy  suggests  there  is  scope 
for  some  shocks  in  2014:  perhaps  eco¬ 
nomic  growth  will  disappoint  or  central 
banks  may  signal  that  their  monetary 
support  will  be  withdrawn  more  rapidly 
than  investors  currently  hope.  The  equity 
markets  may  have  got  ahead  of  them¬ 
selves  a  bit  last  year. 

There  is  also  a  threat  from  another  di¬ 
rection.  Wall  Street  seems  to  have  had  a 
much  better  recovery  than  Main  Street. 
Asset  prices  have  responded  vigorously 
while  real  wages  have  been  squeezed.  In¬ 
equality  has  been  widening  (see  Free  ex¬ 
change).  It  is  hardly  surprising  that  voters 
have  become  discontented,  with  a  surge 
in  support  for  the  populist  right  in  Europe 
and  plenty  of  partisan  bickering  in  Wash¬ 
ington.  The  combination  of  an  angry  elec¬ 
torate  and  nervous  governments  may 
lead  to  unpredictable  policy  measures— 
and  an  atmosphere  that  is  hardly  helpful 
to  either  business  or  investor  confidence. 
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The  European  Central  Bank 

Unpalatable 

choices 

Keeping  deflation  at  bay  may  involve 
controversial  new  policies  this  year 

SINCE  the  financial  crisis  the  European 
Central  Bank  (ecb)  has  ploughed  a  soli¬ 
tary  course,  reflecting  its  unique  status  as  a 
monetary  authority  without  a  state.  While 
other  big  central  banks,  notably  America’s 
Federal  Reserve,  adopted  quantitative  eas¬ 
ing-buying  government  bonds  by  creat¬ 
ing  money— to  stimulate  recovery,  the  ecb 
relied  mainly  on  lowering  interest  rates 
and  providing  unlimited  liquidity  to  banks 
on  longer  terms  and  against  worse  collater¬ 
al.  But  as  the  Fed  phases  out  its  asset-buy¬ 
ing  programme  in  2014,  it  may  be  the  ecb’s 
turn  to  become  unorthodox. 

Under  Mario  Draghi  the  ecb  has  taken 
bold  steps.  Two  years  ago  it  provided 
banks  with  €1  trillion  ($1.3  trillion)  of  cheap 
three-year  variable-rate  loans  to  avert  a 
funding  crisis.  In  September  2012  it  coun¬ 
tered  euro  break-up  fears  by  pledging,  if 
necessary,  to  buy  unlimited  amounts  of 
government  bonds  for  countries  besieged 
by  the  markets.  But  the  threat  now  is  a  slide 
towards  deflation,  a  worry  in  the  euro  area 
because  debt  is  high  in  many  states  and  de¬ 
flation  raises  its  burden  in  real  terms. 

Over  the  past  year  inflation  has  slid 
from  2.2%  to  0.9%,  well  beneath  the  ecb’s 
target  of  “below  but  close  to  2%”.  An  unex¬ 
pectedly  sharp  drop  in  inflation  last  au¬ 
tumn  prompted  the  ecb  to  cut  its  main 
lending  rate  in  November  from  0.5%  to 
0.25%,  a  new  low.  It  also  extended  its  un¬ 
dertaking  to  provide  banks  with  unlimited 
amounts  of  short-term  funding  until 
mid-2015.  And  it  reiterated  its  version  of 
forward  guidance,  adopted  in  July,  which 
is  to  keep  interest  rates  at  their  current  or 
lower  levels  for  an  extended  period. 

In  December  Mr  Draghi  argued  that 
monetary  policy  was  sufficiently  loose  to 
keep  deflation  at  bay  but  conceded  that  in¬ 
flation  will  remain  low  for  a  prolonged 
period.  The  ecb  forecasts  inflation  falling 
from  an  average  of  1.4%  in  2013  tojusti.i%  in 
2014,  and  then  picking  up  modestly  to  1.3% 
in  2015.  That  is  already  weak,  which  means 
that  if  inflation  does  drop  further  (the  fore¬ 
cast  envisages  it  could  be  as  low  as  0.6% 
this  year)  the  ecb  will  have  to  do  more. 

A  first  step  could  be  a  further  small  cut 
in  the  lending  rate,  to  0.1%.  Beyond  that  the 
ecb  has  three  main  options:  strengthening 
its  forward  guidance;  setting  negative  in¬ 
terest  rates;  and  quantitative  easing. 

Since  the  council’s  declared  policy  is 
that  of  forward  guidance,  reinforcing  it 
would  make  sense.  Other  central  banks 
provide  harder  guidance.  The  Fed  and  the 


I  Danger  zone 

Euro  area,  %  change  on  a  year  earlier 
Consumer  prices  Money  supply  (M3) 


2005  06  07  08  09  10  11  12  13 
Source:  Thomson  Reuters 


Bank  of  England  have  tied  pledges  not  to 
raise  rates  to  explicit  thresholds  for  unem¬ 
ployment  (and  even  then  not  to  treat  these 
as  automatic  triggers).  As  Willem  Buiter  of 
Citigroup  points  out,  the  ecb’s  version 
could  be  hardened  if  the  bank  were  to  do 
another  long-term  liquidity  operation  at  a 
fixed  rate  (either  0.25%,  or  0.1%  if  it  cut 
again).  That  would  enhance  the  credibility 
of  the  guidance  and  help  to  keep  forward 
interest  rates  very  low.  The  policy  would 
come  in  handy  if  the  Fed’s  decision  to  start 
tapering  its  asset  purchases  in  January 
pushed  up  global  interest  rates. 

Introducing  negative  rates  would  be 
more  radical  but  consistent  with  the  cur¬ 
rent  version  of  forward  guidance,  which 
applies  to  all  the  bank’s  policy  rates.  The 
rate  that  would  go  negative  is  the  one  the 
ecb  pays  on  overnight  money  left  with  it, 
which  since  July  2012  has  been  zero.  A  neg¬ 
ative  deposit  rate  would  in  effect  charge 
banks  for  parking  spare  funds  at  the  ecb. 
Though  this  would  be  unprecedented  for 
the  euro  area,  Denmark  went  negative  in 
July  2012  (in  response  to  the  ecb’s  zero  rate) 
in  order  to  deter  inflows  of  foreign  funds 
that  were  putting  upward  pressure  on  the 
krone  and  threatening  its  peg  to  the  euro. 

The  case  for  the  ecb  going  negative  is 
broader  than  that  for  the  Danish  central 
bank.  Owing  to  the  fragmentation  of  the 
euro  zone,  the  deposit  rate  mainly  affects 
banks  in  northern  creditor  countries, 
which  can  access  the  money  markets.  If 
the  deposit  rate  turned  negative,  this 
would  ease  money-market  rates  because  it 
acts  as  a  floor  for  them.  This  would  help  to 
stimulate  activity  in  northern  Europe  and 
might  ease  upward  pressure  on  the  euro, 
which  has  been  uncomfortably  strong  for 
export  businesses.  An  even  bigger  prize 
would  be  if  the  policy  restored  a  euro-zone 
interbank  market  by  nudging  northern 
banks  to  lend  again  to  their  southern  coun¬ 
terparts,  which  have  been  relying  on  cen¬ 
tral-bank  funding. 

But  that  gain  would  be  elusive  if  north¬ 
ern  banks  continued  to  ostracise  southern 
banks  on  the  ground  they  are  still  too  risky. 
And  going  negative  could  backfire.  Banks 
would  be  likely  to  restore  any  erosion  in 


their  profit  margins  by  raising  their  lending 
rates,  which  would  defeat  the  purpose  of 
the  exercise. 

Such  worries  about  negative  rates 
might  lead  the  ecb  to  consider  the  third  op¬ 
tion.  Quantitative  easing  would  help  to 
stave  off  deflation  by  lowering  long-term 
interest  rates  and  shoring  up  the  money 
supply,  which  is  barely  growing  (see  chart). 
It  is  a  strategy  that  has  been  used  by  central 
banks  in  Britain  and  Japan  as  well  as  by  the 
Fed.  If  the  ecb  were  to  follow  suit,  it  would 
have  to  buy  in  secondary  markets  a  basket 
of  bonds  reflecting  the  economic  weight  of 
the  18  euro-zone  countries  (nearly  30% 
would  thus  have  to  be  German). 

Of  the  options  available,  this  is  the  one 
that  most  clearly  tackles  the  deflation  risk. 
But  it  is  particularly  difficult  to  adopt  be¬ 
cause  the  Bundesbank  opposes  bond-buy¬ 
ing  on  the  ground  that  it  blurs  monetary 
and  fiscal  policy,  especially  in  a  currency 
union  where  there  is  no  equivalent  to  fed¬ 
eral  American  debt.  In  December  Yves 
Mersch,  a  member  of  the  ecb’s  executive 
board,  said  that  purchasing  a  basket  of  gov¬ 
ernment  bonds  would  pose  “immense 
economic,  legal  and  political  challenges”. 

The  ecb  wants  to  avoid  having  to  grasp 
any  of  these  nettles.  It  is  keener  on  influ¬ 
encing  market  expectations  through  talk 
and  threats  rather  than  deeds.  But  another 
downward  lurch  in  inflation  may  force  its 
hand,  in  which  case  2014  will  be  the  year 
when  the  ecb  goes  unconventional.  ■ 


America's  housing  market 

Not  waving  but 
drowning 

IRVINGTON,  NEW  JERSEY,  AND  LOS  ANGELES 

A  radical  plan  to  help  “underwater” 
homeowners  makes  a  comeback 

IN  2000  Loretta  and  Clifton  Christian 
bought  a  two-family  home  in  Irvington, 
a  hardscrabble  New  Jersey  town  of  54,000, 
for  $132,000.  They  poured  money  into  it, 
fixing  the  roof  and  replacing  the  boiler.  But 
in  2008  the  world  caved  in  and  the  couple 
lost  their  jobs  soon  afterwards;  they  now 
live  off  their  pension  and  the  income  from 
a  second-floor  flat  they  let  out.  They  man¬ 
age  to  meet  their  monthly  mortgage  pay¬ 
ments  of  $1,845.  But  their  house  is  now 
worth  just  $71,000,  significantly  less  than 
the  outstanding  mortgage  of  $115,000. 

Nearly  11m  American  homes  are  simi¬ 
larly  “underwater”.  Despite  the  housing 
recovery,  parts  of  the  country  are  still  strug¬ 
gling:  3m-4m  people  are  in  default,  in  fore¬ 
closure  or  awaiting  liquidation.  According 
to  New  Jersey  Community  United,  a  lobby 
group,  nearly  one  in  four  homes  in  the 
state  is  worth  less  than  the  mortgage. 

Hence  the  return  of  an  unorthodox  pro-  ►► 
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Please  seize  me 


►  posal  many  thought  had  been  laid  to  rest: 
for  municipal  governments  to  use  emi¬ 
nent-domain  (or  compulsory-purchase) 
powers  to  seize  underwater  mortgages  at 
below  the  home’s  market  value  and  to  refi¬ 
nance  them  at  lower  rates.  Homeowners 
get  to  stay  put,  and  the  city  and  a  private 
sector  partner  split  the  profit.  Govern¬ 
ments  traditionally  use  eminent  domain 
to  force  property  owners  to  sell  their  land 
for  public  projects  such  as  railways.  But 
high  foreclosure  rates  lead  to  problems  like 
blight,  crime  and  falling  house  prices; 
some  argue  that  cities  and  counties  ought 
therefore  to  be  able  to  invoke  eminent  do¬ 
main  in  depressed  housing  markets  for  the 
public  good. 

The  San  Francisco-based  Mortgage  Res¬ 
olution  Partners  (mrp),  the  private  partner 
in  question,  first  floated  the  idea  in  2012. 
Several  municipalities  in  the  Inland  Em¬ 
pire,  a  sprawl  east  of  Los  Angeles  whacked 
by  the  foreclosure  crisis,  expressed  interest, 
but  dropped  the  idea  last  January  under 
pressure  from  investors.  Greg  Devereaux, 
chief  executive  of  San  Bernardino  county, 
one  of  the  municipalities,  says  public  sup¬ 
port  was  not  particularly  forthcoming. 

But  like  a  movie  monster,  the  eminent- 
domain  proposal  is  back,  and  apparently 
stronger  than  ever.  Irvington  is  in  talks 
with  mrp.  Nearby  Newark,  New  Jersey’s 
biggest  city,  is  considering  it,  as  are  about  a 
dozen  other  cities  around  the  country. 
Most  have  been  influenced  by  Robert 
Hockett  of  Cornell  Law  School,  who  has 
written  about  municipal  governments’ 
eminent-domain  powers.  He  has  been  ad¬ 
vising  several  cities  about  the  proposal. 
Farthest  down  the  road  is  Richmond,  a 
struggling  city  east  of  San  Francisco.  In  July 
the  city  wrote  to  the  holders  of  624  mort¬ 
gages  asking  to  purchase  the  debt  at  80%  of 
market  value  and  threatening  to  invoke 


eminent  domain  if  it  did  not  obtain  satis¬ 
faction.  (Those  that  responded  said  they 
were  not  authorised  to  comply.)  The  coun¬ 
cil  has  voted  to  push  the  plan  forward  sev¬ 
eral  times  since  then,  although  it  does  not 
yet  have  the  supermajority  that  state  law 
requires  to  execute  it.  Officials  hope  to  get 
around  that  by  partnering  with  other  Cali¬ 
fornian  cities. 

Mortgage  investors  hate  the  idea.  In  Au¬ 
gust  several  sued  Richmond  in  federal 
court,  arguing,  among  other  things,  that  it 
violated  laws  on  interstate  commerce.  A 
judge  rejected  the  suit  as  premature.  But  if 
Richmond  or  another  city  does  invoke  em¬ 
inent  domain,  lawsuits  will  fly.  Critics  say 
the  plan  can  only  work  when  purchases 
are  made  at  sufficiently  large  discounts  to 
give  mrp  a  profit.  Most  of  the  mortgages  in 
Richmond  earmarked  for  help  are  not  be¬ 
hind  in  repayments.  “This  has  nothing  to 
do  with  benefiting  the  community,”  says 
Barbara  Novick  of  BlackRock,  a  fund-man¬ 
agement  group  that  backed  the  suit.  “It’s 
about  making  money.”  (mrp  did  not  re¬ 
spond  to  interview  requests.) 

Others  fear  that  putting  an  untested 
plan  into  action  could  wreak  havoc  on  lo¬ 
cal  markets.  A  $34m  municipal-bond  sale 
flopped  in  Richmond  in  August,  and  the 
plan  could  cost  the  city  $300,000  in  higher 
yields  over  ten  years.  Moody’s,  a  ratings 
agency,  says  the  proposal  could  raise  local 
mortgage  rates  and  reduce  access  to  credit, 
limiting  tax  revenue  growth  and  thus  mak¬ 
ing  the  city  a  riskier  investment.  But  for 
proponents  the  proposal  has  become  a  civ¬ 
il-rights  issue.  Irvingtonians  say  it  is  “poet¬ 
ic  justice”  that  powers  traditionally  used  to 
boot  people  out  of  their  homes  may  be 
used  to  keep  them  there.  If  that  ever  hap¬ 
pens,  plenty  will  disagree.  ■ 


Global  house  prices 

Castles  made  of 
sand 

Monetary  policy  may  call  an  end  to  the 
house-price  party 

HOUSE  prices  are  now  rising  in  18  of  the 
23  countries  we  track  across  the  globe, 
compared  with  just  12  a  year  ago.  America 
tops  our  table:  the  Case-Shiller  index  re¬ 
leased  on  New  Year’s  Eve  reported  price  in¬ 
creases  of  13.6%  in  the  year  to  October  2013. 
Homes  have  risen  in  value  by  24%  since 
their  March  2012  trough,  but  they  remain 
20%  below  their  peak  in  April  2006. 

Builders  started  work  on  over  im  new 
homes  in  America  in  the  year  to  Novem¬ 
ber,  for  only  the  second  time  since  the  fi¬ 
nancial  crisis  ended.  But  this  is  far  short  of 
the  2.3m  recorded  in  January  2006,  and  be¬ 
low  the  long-run  average  of  1.5m.  In  all, 
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Latest,  %  change  Under(-)/over(+) 
on  a  year  since'  valued,  against*: 
earlier  Q1 2008  rents  incomet 


United  States 

13.6 

-5.9 

5 

-10 

Brazil 

12.8 

na 

na 

na 

Hong  Kong 

9.7 

96.3 

81 

na 

China 

8.7 

23.0 

7 

-37 

New  Zealand 

8.7 

9.1 

71 

26 

South  Africa 

8.1 

23.4 

na 

3 

Germany 

8.1 

25.2 

-12 

-17 

Australia 

7.6 

17.6 

49 

26 

India 

7.0 

na 

na 

na 

Ireland 

5.6 

-45.3 

-2 

-8 

Britain 

5.5 

1.7 

36 

26 

Austria 

5.0 

37.1 

13 

16 

Switzerland 

5.0 

27.8 

2 

-4 

Singapore 

3.9 

22.1 

58 

na 

Canada 

3.4 

23.0 

76 

31 

Sweden 

3.1 

11.8 

32 

17 

Denmark 

2.7 

-16.0 

12 

8 

Belgium 

2.4 

15.5 

62 

49 

France 

-1.5 

-0.4 

33 

29 

Japan 

-1.6 

-15.4 

-37 

-38 

Netherlands 

-4.8 

-19.2 

3 

19 

Spain 

-5.3 

-30.0 

13 

10 

Italy 

-5.9 

-12.2 

-4 

10 

•Relative  to  long-run  average  tDisposable  income  per  person 
Sources:  Haver  Analytics;  Hong  Kong  RV;  National  Housing 
Bank;  OECD;  Standard  &  Poor's;  Teranet  and  National  Bank; 

Thomson  Reuters;  national  statistics  offices;  The  Economist 

Interactive:  Compare  international  housing  data 
overtime  at  Economist.com/houseprices  and 
US  city  data  at  Economist.com/ushouseprices 

American  property  is  enjoying  a  recovery 
but  not  a  bubble. 

The  Federal  Reserve’s  decision  to  start 
tapering  its  buying  of  bonds  with  newly- 
created  money  (ie,  to  scale  back  the  policy 
commonly  known  as  quantitative  easing, 
or  oe)  by  $10  billion  to  $75  billion  a  month 
from  January  may  take  some  wind  out  of 
house  sales.  Although  mortgage  rates  are 
rising,  thanks  to  higher  bond  yields,  hous¬ 
ing  remains  affordable.  Prices  are  now  at  or 
around  fair  value  according  to  The  Econo¬ 
mist’s  measure,  which  compares  prices 
with  the  long-run  average  of  rents  and  per¬ 
sonal  incomes. 

Prices  in  Britain  increased  at  their  fast¬ 
est  rate  for  three  years  in  October,  fuelling 
fears  of  a  housing  bubble  (and  subsequent 
crash),  particularly  in  London  where  prices 
increased  by  12%.  Although  by  our  mea¬ 
sure  housing  is  overvalued  against  both 
rents  and  income,  Britain  did  not  suffer  a 
housing  crash  on  the  scale  of  America’s, 
largely  because  supply  is  so  tight.  Britain’s 
government  scrapped  house-building  tar¬ 
gets  in  2010.  Projections  of  new-household 
formation  suggest  290,000  new  homes 
will  need  to  be  built  every  year  through  to 
2031.  But  in  the  12  months  to  March  2013 
housing  completions  fell  to  135,000,  their 
lowest  level  since  records  began  in  1949. 

The  north-south  divide  in  the  euro  area  ►► 


The  Economist  January  4th  2014 


Finance  and  economics  59 


►  continues:  in  Greece,  Spain  and  Italy  house 
prices  declined  by  between  5%  and  10%. 
However,  the  market  has  finally  bottomed 
out  in  Ireland:  after  halving  over  six  years, 
prices  are  now  9%  above  their  March  low. 
Prices  in  Germany,  which  has  the  lowest 
home-ownership  rate  in  the  eu  at  53%,  are 
rising  at  the  fastest  rate  since  reunification, 
although  housing  is  still  undervalued 
against  both  rents  and  income. 

Brazil,  which  hosts  the  football  World 
Cup  in  June,  is  also  having  a  housing 
boom.  Prices  increased  13%  in  the  12 
months  to  November  and  in  Rio,  which 
hosts  the  Olympics  in  2016,  they  have  tre¬ 
bled  since  2008.  Fears  grow  of  a  bubble  in 
China,  led  by  overdevelopment  and  low 
occupancy.  According  to  The  Economist’s 
index,  based  on  official  figures  from  70 
Chinese  cities,  prices  increased  by  8.7%  in 
the  year  to  November  2013.  India  may  fol¬ 
low  suit:  prices  across  15  cities  with  a  total 
population  of  100m  increased  7%  in  the 
third  quarter  of  2013.  But  Canada  appears 
to  have  been  successful  in  cooling  its  mar¬ 
ket:  its  house-price  inflation  has  reduced  to 
3.4%,  though  homes  still  look  expensive.  ■ 

Academic  research 

The  useful  science? 


Economics  is  highly  parochial 

DO  ACADEMIC  economists  focus  too 
much  on  America?  Yes:  a  sample  of 
76,000  papers  published  between  1985 
and  2005  shows  that  econo-nerds  are 
infatuated  with  the  “land  of  the  free”. 

There  were  more  papers  focused  on 
the  United  States  than  on  Europe,  Asia, 
Latin  America,  the  Middle  East  and  Afri¬ 
ca  combined  (see  chart).  And  for  the 
world’s  top-five  economics  journals— 
where  publication  of  a  paper  can  push  a 
young  researcher  towards  a  full  profes- 
sorship-the  imbalance  is  yet  more 
marked.  Even  accounting  for  the  fact  that 
lots  of  economic  research  (and  often  the 
best)  comes  from  American  universities, 
the  bias  persists. 

The  world’s  poorest  countries  are 
effectively  ignored  by  the  profession. 
From  1985  to  2005  Burundi  was  the  sub¬ 
ject  of  just  four  papers.  The  American 
Economic  Review,  the  holy  grail  for  many 
academics,  published  one  paper  on 
India,  by  some  measures  the  world’s 
third-largest  economy,  every  two  years. 

There  are  troves  of  good  data  on  the 
American  economy:  that  makes  it  easier 
for  researchers  to  focus  on  the  country. 
But  academic  politics  also  plays  a  role  in 
explaining  the  bias.  There  may  be  great 
intellectual  kudos  in  beating  the  competi¬ 
tion  to  solve  a  highly  complex  conun¬ 
drum  concerning  the  American  econ- 


Microinsurance 

A  hard  sell 


New  research  suggests  insurance  can  be 
made  more  attractive  for  poor  farmers 

ECONOMISTS  regard  microinsurance- 
ultra-cheap  policies  for  those  on  low  in- 
comes-as  a  useful  tool  to  promote  rural 
development  in  poor  countries.  Research 
has  shown  that  it  helps  smooth  income 
shocks  in  farm  households  and  boosts  ag¬ 
ricultural  investment  and  productivity. 

But  crop  insurance  has  failed  to  take  off 
in  much  of  the  developing  world.  In  2012 
only  2.5%  of  Africans  used  microinsurance, 
according  to  the  International  Labour  Or¬ 
ganisation.  The  policies’  administrative 
costs  often  exceed  the  benefits  they  pro¬ 
duce,  says  Jerry  Skees  at  the  University  of 
Kentucky.  To  make  crop  insurance  attrac¬ 
tive  to  farmers  in  America,  Canada  and  In¬ 
dia,  premiums  are  currently  subsidised  by 
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Source:  "US  and  them:  The  Geography  of  Academic 
Research",  Journal  of  Development  Economics 

omy,  but  relatively  little  in  understanding 
the  nuts  and  bolts  of  a  less  developed 
country.  Scholarly  recognition  matters  for 
job  prospects  and  research  funding. 

But  the  world’s  poorest  countries 
would  benefit  from  having  more  econo¬ 
mists  poking  around.  With  more  pub¬ 
lished  research,  it  would  be  easier  for 
those  countries  to  base  policies  on  hard 
evidence,  rather  than  on  politicians’ 
whims.  Economists  ought  to  be  bolder  in 
venturing  outside  their  comfort  zone. 


over  50%.  Such  support  would  be  unaf¬ 
fordable  for  poorer  African  governments. 

One  reason  why  traditional  farm  insur¬ 
ance  is  costly  is  that,  since  payouts  are 
linked  to  the  policyholder’s  individual 
losses,  insurers  have  to  check  on  clients’ 
personal  circumstances  in  order  to  price 
the  risk,  and  then  verify  any  claims  farm¬ 
ers  make.  A  cheaper  alternative,  says 
Shawn  Cole  of  Harvard  University,  is  to  of¬ 
fer  policies  that  pay  out  to  all  holders 
whenever,  say,  the  rainfall  in  a  region  falls 
below  a  certain  level.  This  avoids  the  pro¬ 
blems  of  moral  hazard  and  adverse  selec¬ 
tion  found  in  traditional  policies,  and 
saves  a  lot  of  administrative  costs. 

Despite  these  attractions,  weather  in¬ 
surance  has  proved  difficult  to  sell.  Only 
about  5%  of  farmers  have  taken  it  up  in  ar¬ 
eas  of  India  where  it  is  available.  However, 
a  new  paper*  by  economists  at  the  Univer¬ 
sity  of  California,  Berkeley  and  the  Univer¬ 
sity  of  Auvergne,  theorises  that  whereas 
individuals  often  undervalue  weather  in¬ 
surance,  offering  it  to  groups  of  farmers 
may  encourage  a  greater  take-up.  Another 
new  paper,**  by  researchers  at  Oxford  Uni¬ 
versity  offers  practical  evidence  for  this. 
When  groups  of  Ethiopian  farmers  belong¬ 
ing  to  iddirs  (informal  financial  and  social 
clubs)  were  given  information  about  the 
benefits  of  weather  insurance,  the  take-up 
increased  from  just  2%  to  36%. 

Stefan  Dercon,  one  of  the  authors  of  the 
second  paper,  says  that  selling  to  groups 
can  reduce  transaction  costs  as  well  as  the 
basis  risk  (the  danger  that  an  insurance 
strategy  does  not  match  the  losses  experi¬ 
enced),  by  collecting  and  distributing  mon¬ 
ey  locally.  Not  all  farmers  are  at  equal  risk 
and  not  all  suffer  equal  losses  during 
droughts,  and  local  groups  are  in  a  better 
position  than  the  insurer  to  decide  how  to 
allocate  premiums  and  payouts. 

To  improve  measures  of  agricultural 
risk  further,  researchers  are  also  trying  to 
link  insurance  to  quirkier  indices.  Live¬ 
stock-mortality  insurance,  based  on  such 
measures  as  local  temperatures,  is  being 
offered  to  herders  in  Mongolia.  Most  ambi¬ 
tiously,  microinsurance  based  on  a  predic¬ 
tive  index  of  the  risk  of  an  El  Nino  weather 
formation  is  being  offered  in  Peru.  The 
policy  pays  out  in  advance,  giving  the  re¬ 
cipients  an  early  warning  of  floods  and 
other  disasters.  However,  many  of  these 
products  are  untested.  A  big  El  Nino  has 
not  hit  Peru  since  the  first  policies  were 
sold  in  2011.  More  research  is  needed  to 
quantify  their  benefits,  admits  Mr  Skees. 
They  will  only  prove  their  worth,  or  not, 
when  the  catastrophes  they  protect  against 
finally  arrive.  ■ 


*  'The  demand  for  insurance  against  common  shocks", 
by  A.  de  Janvry,  V.  Dequiedt,  and  E.  Sadoulet. 

**  "Offering  rainfall  insurance  to  informal  insurance 
groups:  Evidence  from  a  field  experiment  in  Ethiopia", 
by  S.  Dercon,  R.  Vargas  Hill,  D.  Clarke,  I.  Outes-Leon, 
and  A.  Seyoum  Taffesse. 
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Free  exchange  |  All  men  are  created  unequal 


Revisiting  an  old  argument  about  the  impact  of  capitalism 


INEQUALITY  is  one  of  the  most  controversial  attributes  of  capi¬ 
talism.  Early  in  the  industrial  revolution  stagnant  wages  and 
concentrated  wealth  led  David  Ricardo  and  Karl  Marx  to  ques¬ 
tion  capitalism’s  sustainability.  Twentieth-century  economists 
lost  interest  in  distributional  issues  amid  the  “Great  Compres¬ 
sion”  that  followed  the  second  world  war.  But  a  modern  surge  in 
inequality  has  new  economists  wondering,  as  Marx  and  Ricardo, 
did,  which  forces  may  be  stopping  the  fruits  of  capitalism  from 
being  more  widely  distributed. 

“Capital  in  the  Twenty-First  Century”  by  Thomas  Piketty,  an 
economist  at  the  Paris  School  of  Economics,  is  an  authoritative 
guide  to  the  question.  Mr  Piketty’s  book,  which  was  published  in 
French  in  2013  and  will  be  released  in  English  in  March  2014,  self¬ 
consciously  builds  on  the  work  of  19th-century  thinkers;  his  title 
is  an  allusion  to  Marx’s  magnum  opus.  But  he  possesses  an  ad¬ 
vantage  they  lacked:  two  centuries’  worth  of  hard  data. 

The  book  suggests  that  some  20th-century  conventional  wis¬ 
dom  was  badly  wrong.  Inequality  does  not  appear  to  ebb  as 
economies  mature,  as  Simon  Kuznets,  a  Nobel-winning  econo¬ 
mist,  argued  in  the  1950s.  Neither  should  we  expect  the  share  of 
income  flowing  to  capital  to  stay  roughly  constant  over  time: 
what  another  economist,  Nicholas  Kaldor,  labelled  a  key  fact  of 
economic  growth.  Mr  Piketty  argues  there  is  no  reason  to  think 
that  capitalism  will  “naturally”  reverse  rising  inequality. 

The  centrepiece  of  Mr  Piketty’s  analysis  is  the  ratio  of  an  econ¬ 
omy’s  capital  (or  equivalently,  its  wealth)  to  its  annual  output. 
From  1700  until  the  first  world  war,  the  stock  of  wealth  in  Western 
Europe  hovered  at  around  700%  of  national  income.  Over  time 
the  composition  of  wealth  changed;  agricultural  land  declined  in 
importance  while  industrial  capital-factories,  machinery  and 
intellectual  property-gained  prominence.  Yet  wealth  held 
steady  at  a  high  level  (see  chart,  first  panel). 

Pre-1914  economies  were  very  unequal.  In  1910  the  top  10%  of 
European  households  controlled  almost  90%  of  all  wealth.  The 
flow  of  rents  and  dividends  from  capital  contributed  to  high  in¬ 
equality  of  income;  the  top  10%  captured  more  than  45%  of  all  in¬ 
come.  Mr  Piketty’s  work  suggests  there  was  little  sign  of  any  natu¬ 
ral  decline  in  inequality  on  the  outbreak  of  the  first  world  war. 

The  wars  and  depressions  between  1914  and  1950  dragged  the 
wealthy  back  to  earth.  Wars  brought  physical  destruction  of  capi¬ 
tal,  nationalisation,  taxation  and  inflation,  while  the  Great  De¬ 
pression  destroyed  fortunes  through  capital  losses  and  bankrupt- 
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cy.  Yet  capital  has  been  rebuilt,  and  the  owners  of  capital  have 
prospered  once  more.  From  the  1970s  the  ratio  of  wealth  to  in¬ 
come  has  grown  along  with  income  inequality,  and  levels  of 
wealth  concentration  are  approaching  those  of  the  pre-war  era. 

Mr  Piketty  describes  these  trends  through  what  he  calls  two 
“fundamental  laws  of  capitalism”.  The  first  explains  variations  in 
capital’s  share  of  income  (as  opposed  to  the  share  going  to 
wages).  It  is  a  simple  accounting  identity:  at  all  times,  capital’s 
share  is  equal  to  the  rate  of  return  on  capital  multiplied  by  the  to¬ 
tal  stock  of  wealth  as  a  share  of  gdp.  The  rate  of  return  is  the  sum 
of  all  income  flowing  to  capital-rents,  dividends  and  profits-as  a 
percentage  of  the  value  of  all  capital. 

The  second  law  is  more  a  rough  rule  of  thumb:  over  long  peri¬ 
ods  and  under  the  right  circumstances  the  stock  of  capital,  as  a 
percentage  of  national  income,  should  approach  the  ratio  of  the 
national-savings  rate  to  the  economic  growth  rate.  With  a  savings 
rate  of  8%  (roughly  that  of  the  American  economy)  and  gdp 
growth  of  2%,  wealth  should  rise  to  400%  of  annual  output,  for 
example,  while  a  drop  in  long-run  growth  to  1%  would  push  up 
expected  wealth  to  800%  of  gdp.  Whether  this  is  a  “law”  or  not, 
the  important  point  is  that  a  lower  growth  rate  is  conducive  to 
higher  concentrations  of  wealth. 

In  Mr  Piketty’s  narrative,  rapid  growth— from  large  productivi¬ 
ty  gains  or  a  growing  population— is  a  force  for  economic  conver¬ 
gence.  Prior  wealth  casts  less  of  an  economic  and  political  shad¬ 
ow  over  the  new  income  generated  each  year.  And  population 
growth  is  a  critical  component  of  economic  growth,  accounting 
for  about  half  of  average  global  gdp  growth  between  1700  and 
2012.  America’s  breakneck  population  and  gdp  growth  in  the 
19th  century  eroded  the  power  of  old  fortunes  while  throwing  up 
a  steady  supply  of  new  ones. 

Victorian  values 

Tumbling  rates  of  population  growth  are  pushing  wealth  concen¬ 
trations  back  toward  Victorian  levels,  in  Mr  Piketty’s  estimation.  ' 
The  ratio  of  wealth  to  income  is  highest  among  demographically 
challenged  economies  such  as  Italy  and  Japan  (although  both 
countries  have  managed  to  mitigate  inequality  through  redistrib¬ 
utive  taxes  and  transfers).  Interestingly,  Mr  Piketty  reckons  this 
world,  in  which  the  return  to  capital  is  persistently  higher  than 
growth,  is  the  more  “normal”  state.  In  that  case,  wealth  piles  up 
faster  than  growth  in  output  or  incomes.  The  mid-20th  century, 
when  wealth  compression  combined  with  extraordinary  growth 
to  generate  an  egalitarian  interregnum,  was  the  exception. 

Sustained  rates  of  return  above  the  rate  of  growth  may  sound 
unrealistic.  The  more  capital  there  is,  the  lower  the  return  should 
be:  the  millionth  industrial  robot  adds  less  to  production  than  the 
hundredth.  Yet  somewhat  surprisingly,  the  rate  of  return  on  capi¬ 
tal  is  remarkably  constant  over  long  periods  (see  chart,  second 
panel).  Technology  is  partly  responsible.  Innovation,  and  growth 
in  output  per  person,  creates  investment  opportunities  even 
when  shrinking  populations  reduce  gdp  growth  to  near  zero. 

New  technology  can  also  make  it  easier  to  substitute  ma¬ 
chines  for  human  workers.  That  allows  capital  to  gobble  up  a 
larger  share  of  national  income,  raising  its  return.  Amid  a  new 
burst  of  automation,  wealth  concentrations  and  inequality  could 
reach  unprecedented  heights,  putting  a  modern  twist  on  a  very 
19th- century  problem.  ■ 
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Cancer  drugs 

Getting  close  and  personal 


Researchers  and  drug  companies  are  ganging  up  for  a  new  push  against  cancer 


ft  nr1  HERE  is  no  treatment.”  This  is  the 

JL  conclusion  of  an  Egyptian  papyrus, 
written  around  3000BC,  that  is  the  oldest 
known  description  of  the  scourge  that  is 
now  called  “cancer”.  And  so,  more  or  less, 
it  remained  until  the  20th  century,  for 
merely  excising  a  tumour  by  surgery  rarely 
eliminates  it.  Only  when  doctors  worked 
out  how  to  back  up  the  surgeon’s  knife 
with  drugs  and  radiation  did  cancer  begin 
to  succumb  to  treatment-albeit,  to  start 
with,  in  a  pretty  crude  fashion. 

Now,  however,  that  crudeness  is  rapid¬ 
ly  giving  way  to  sophistication,  as  a  new 
wave  of  cancer  treatments  comes  to  mar¬ 
ket.  In  2012  more  than  500  potential  cancer 
drugs  were  under  investigation,  according 
to  a  survey  by  ims  Health,  an  American  re¬ 
search  group-over  five  times  as  many  as 
were  being  developed  in  the  next  biggest 
category,  diabetes. 

Three  trends  are  helping  to  fill  this 
cancer-drug  cornucopia.  One  is  the  in¬ 
crease  in  demand  as  people  live  longer, 
and  thus  become  more  likely  to  develop 
cancer.  According  to  the  World  Health  Or¬ 
ganisation,  there  were  14m  new  cases  of 
cancer  around  the  world  in  2012.  In  2030 
there  will  be  nearly  22m.  The  second  trend 
is  the  rising  price  of  cancer  drugs,  particu¬ 
larly  in  America,  the  biggest  market.  More 
expensive  drugs  increases  profitability. 
The  third  is  a  rapid  expansion  of  scientific 
knowledge  about  cancer,  the  result  of  both 
the  plummeting  cost  of  genetic  sequenc¬ 


ing  (see  chart)  and  a  better  understanding 
of  how  to  recruit  the  immune  system  to  at¬ 
tack  the  disease. 

Or,  rather,  the  diseases.  For  there  are 
hundreds  of  kinds  of  cancer.  Their  com¬ 
mon  factor  is  that  they  are  all  caused  by 
cells  dividing  interminably  because  some¬ 
thing  has  gone  wrong  with  the  victim’s 
genes.  The  problem  may  be  extra  copies  of 
a  crucial  gene,  damage  to  a  gene,  modifica¬ 
tions  that  affect  a  gene’s  function,  or  the 
merger  of  two  chromosomes  to  create  a 
novel  gene  not  seen  in  healthy  cells.  Some¬ 
times  these  problems  are  inherited.  More 
often  they  arise  when  cellular  wear  and 
tear  goes  unrepaired,  a  process  exacerba¬ 
ted  by  certain  chemicals  and  radiation. 

Understanding  the  genetic  changes  that 
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cause  particular  cancers  may  suggest  ways 
to  attack  them  with  specially  tailored 
drugs.  The  first  example  of  such  a  targeted 
treatment  came  in  2001,  when  Novartis 
launched  Gleevec,  a  treatment  for  chronic 
myeloid  leukaemia.  Gleevec  blocks  the  ac¬ 
tivity  of  a  protein  called  bcr-abl,  which  is 
the  product  of  an  abnormal  gene  created 
by  a  merger  of  chromosomes  9  and  22.  Be¬ 
fore  Gleevec,  less  than  a  third  of  those  diag¬ 
nosed  with  chronic  myeloid  leukaemia 
were  still  alive  five  years  later.  After  it  be¬ 
came  available,  that  figure  jumped  to  90%. 

New  magic  bullets 

Gleevec’s  success  inspired  others  to  search 
for  targeted  cancer  drugs.  For  example, 
Pfizer  came  up  with  crizotinib  (sold  under 
the  brand  name  Xalcori),  for  lung-cancer 
patients  with  a  mutated  version  of  a  gene 
called  ALK,  which  encodes  a  protein  that 
instructs  lung  cells  to  divide  uncontrolla¬ 
bly.  And  Roche  developed  vemurafenib 
(sold  as  Zelboraf),  which  goes  after  anoth¬ 
er  rogue  protein,  generated  by  a  mutated 
version  of  a  gene  called  BRAF.  It  tells  skin 
cells  to  reproduce,  causing  melanoma. 

Though  much  better  than  older  cancer 
drugs,  Gleevec  and  its  successors  are  not 
perfect.  Many  cancers  are  driven  by  more 
than  one  mutation.  Cells  also  tend  to  pick 
up  new  mutations  as  they  divide.  Cancer 
cells  divide  a  lot,  so  mutations  can  accu¬ 
mulate  rapidly.  And  sometimes,  to  add  to 
the  problem,  one  of  the  enabling  muta¬ 
tions  of  a  cancer  is  of  a  gene  involve  d  in  the 
DNA-repair  mechanism,  which  a  healthy 
cell  would  use  to  deal  with  mutations. 
BRCAi  and  BRCA2,  both  often  implicated 
in  breast  cancer,  are  DNA-repair  genes. 

dna  sequencing  means  it  is  becoming 
possible  to  track  mutations,  one  tumour  at 
a  time.  This  helps  in  understanding  how 
cancers  in  different  tissues  work  and  it  also 
holds  out  the  hope  of  treatments  tailored  ►► 


62  Science  and  technology 


The  Economist  January  4th  2014 


►  even  more  closely  to  an  individual’s  needs. 

The  International  Cancer  Genome 
Consortium  (icgc),  is  doing  this  for  50  dif¬ 
ferent  sorts  of  cancer,  with  a  global  team 
studying  the  genomes  of  more  than  25,000 
individual  tumours.  Researchers  working 
on  the  Cancer  Genome  Atlas,  an  American 
effort  that  is  part  of  the  icgc,  published  a 
series  of  papers  in  2013  showing  some  of 
the  complex  relationships.  Chris  Sander  of 
Memorial  Sloan-Kettering  Cancer  Centre, 
in  New  York,  used  an  algorithm  based  on 
tumours’  genetic  and  epigenetic  character¬ 
istics  to  describe  31  subclasses  of  cancer. 
Tumours  from  one  type  of  lung  cancer,  for 
example,  share  traits  with  those  of  head 
and  neck  cancer.  Li  Ding,  of  Washington 
University,  in  St  Louis,  examined  more 
than  3,000  tumours  across  12  types  of  can¬ 
cer.  She  reported  127  mutated  genes  that 
seem  to  propel  cancer,  with  most  tumours 
having  between  two  and  six  mutations. 

Dual  roles 

Identifying  common  genes  is  only  the 
start.  Some  mutations  seem  to  play  star¬ 
ring  roles  in  one  cancer  while  being  sup¬ 
porting  characters  in  another.  For  example, 
Dr  Ding  discovered  that  the  BRAF  muta¬ 
tion,  known  to  be  present  in  about  half  of 
melanomas,  was  also  found  in  other  can¬ 
cers,  such  as  7%  of  lung  adenocarcinomas 
and  4%  of  colon  and  rectal  carcinomas. 

Even  though  there  remains  more  basic 
science  to  be  explored,  the  genetic  ap¬ 
proach  points  to  a  new  way  of  matching 
patients  to  drugs.  At  the  moment,  many 
targeted  cancer  drugs  are  accompanied  by 
a  diagnostic  test  for  the  relevant  mutation. 
The  falling  cost  of  sequencing  means  that  a 
patient  might  now  be  tested  for  hundreds 
of  mutations  or  even  his  full  “exome”  (the 
dna  that  encodes  proteins,  less  than  2%  of 
the  total).  This  means  that  someone  who 
became  resistant  to  one  treatment  could 
immediately  be  given  another,  based  on 
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the  results  of  such  tests.  He  might  even  be 
given  a  cocktail  of  treatments  in  the  way 
that  a  cocktail  of  antiretroviral  drugs  is 
used  to  suppress  hiv. 

Cheaper  sequencing  is  also  changing 
the  way  that  clinical  trials  are  conducted. 
In  November  a  group  of  academic  re¬ 
searchers  and  companies,  in  collaboration 
with  America’s  National  Cancer  Institute, 
announced  the  Master  Protocol  trial.  This 
will  examine  five  potential  treatments  for 
squamous-cell  carcinoma,  a  type  of  lung 
cancer.  Rather  than  hunting  separately  for 
five  groups  of  patients  with  the  mutations 
relevant  to  each  drug,  the  researchers  will 
use  a  test  from  Foundation  Medicine,  a 
company  that  screens  patients  for  abnor¬ 
malities  in  236  genes  linked  to  cancer.  They 
will  then  match  volunteers  with  each  of 
the  five  drugs.  This  approach  cuts  the  ad¬ 
ministrative  time  and  hassle  of  what 
would  otherwise  be  a  huge  undertaking. 

The  other  novel  approach  to  treating 
cancer  is  to  rally  the  immune  system  to 
join  the  fight.  Ipilimumab,  a  drug  to  treat 
melanoma,  was  launched  in  2011  by  Bris¬ 
tol-Myers  Squibb,  branded  as  Yervoy.  It  is  a 
so-called  “checkpoint  inhibitor”,  which  by 
removing  a  blocking  mechanism  allows 
immune-system  cells  called  T-lympho- 
cytes  to  attack  cancer  cells  (as  they  are  pic¬ 
tured  doing  on  the  previous  page).  The  re¬ 
sults  in  some  people  have  been 
remarkable,  but  not  so  in  others. 

Now  other  checkpoint  inhibitors  are 
being  developed.  Nivolumab,  also  from 
Bristol-Myers  Squibb,  MK-3475  from 
Merck,  and  MPDL328OA  from  Roche  also 
unleash  the  immune  system  on  cancer 
cells.  These  drugs,  moreover,  could  be  ef¬ 
fective  in  more  than  one  type  of  cancer.  Ipi¬ 
limumab  may  also  fight  lung  cancer  and 
prostate  cancer.  In  June  Roy  Herbst,  of  Yale 
University,  showed  that  MPDL328OA 
helped  the  immune  system  fight  several 
different  types  of  tumours. 

Other  medicines  are  at  earlier  stages  of 
development.  Bristol-Myers  Squibb,  for  ex¬ 
ample,  is  testing  a  chemical  that  binds  to 
interleukin- 21  receptors  on  T-lymphocytes 
and  other  immune  cells,  helping  the  T-cells 
survive  and  boosting  their  activity.  Unlike 
checkpoint  inhibitors,  which  work  by  re¬ 
leasing  the  brakes  on  immune  cells,  this 
drug  pushes  the  accelerator. 

In  the  lab  researchers  are  trying  a  vari¬ 
ety  of  approaches.  Luigi  Naldini  of  the  San 
Raffaele  Telethon  Institute  for  Gene  Thera¬ 
py,  in  Milan,  and  his  colleagues  report  this 
week  in  Science  Translational  Medicine  that 
they  genetically  modified  stem  cells  to 
make  white  blood  cells  that  produced  a 
certain  protein,  interferon,  that  helped 
clear  tumour  cells  in  mice. 

It  may,  indeed,  be  possible  to  combine 
the  two  approaches  of  targeted  drugs  and 
immunotherapy.  Bristol-Myers  Squibb  has 
already  tried  this,  testing  ipilimumab  in 
combination  with  Roche’s  targeted  mela¬ 


noma  treatment,  vemurafenib.  Research¬ 
ers  stopped  the  trial  in  April  because  of 
signs  of  liver  toxicity,  but  that  does  not 
mean  the  general  idea  is  unsound. 

On  December  5th,  for  example,  Glaxo¬ 
SmithKline  announced  partnerships  with 
six  academic  research  centres  to  develop 
new  therapeutic  drug  combinations.  Axel 
Hoos,  the  company’s  vice-president  for 
oncology,  says  the  firm  may  soon  test  a  tar¬ 
geted  drug  in  combination  with  an  immu¬ 
notherapy  from  another  company. 

This  approach  could  lead  to  prescriba¬ 
ble  treatments  arriving  faster  if  promising 
combinations  are  tested  before  either  com¬ 
ponent  had  been  approved  for  use  by  it- 
self-a  process  recently  made  easier  by  a 
change  in  the  rules  by  the  Food  and  Drug 
Administration,  America’s  drug  regulator. 

Who  is  able  to  use  these  wonder  drugs, 
if  and  when  they  become  available,  will 
depend  on  how  deep  are  the  pockets  of 
those  who  are  paying  for  them.  In  America 
a  typical  course  of  four  doses  of  ipilimu¬ 
mab  costs  more  than  $100,000.  Like  all 
wars,  the  one  against  cancer  is  going  to  cost 
a  lot  of  money,  one  way  or  another.  ■ 


Acoustic  sensing 

The  ear 
underground 

How  fibre-optic  cables  can  work  like 
microphones 

EARLY  in  the  morning  in  Texas  a  vehicle 
slows  and  turns  onto  a  side  road.  Some 
7,600km  (4,700  miles)  away  in  Farnbo- 
rough,  south-west  of  London,  a  series  of 
red  lines  zigzag  across  a  computer  screen 
and  raise  an  alarm.  That  the  lines  resemble 
those  on  a  seismograph  picking  up  a  small 
earth  tremor  is  entirely  appropriate:  these 
lines  represent  tiny  ground  vibrations 
made  by  sounds  from  above.  More  lines 
appear  as  the  vehicle  rumbles  across  a  cat¬ 
tle  grid,  identifying  it  as  a  two-axle  vehicle, 
probably  a  car.  Then  it  stops.  Subsequent 
lines  are  interpreted  as  footsteps  followed 
by  the  sound  of  digging.  A  security  camera 
swings  round  to  take  a  look-and  a  man 
with  a  spade  cheerfully  waves  back.  This 
time  it  is  just  a  demonstration. 

The  security  system  being  used  here  is 
based  on  a  technology  known  as  distri¬ 
buted  acoustic  sensing  (das).  This  allows 
underground  fibre-optic  cables,  like  those 
used  by  telecoms  companies,  to  be  turned 
into  a  giant  string  of  microphones.  They 
can  then  be  used  to  monitor  all  sorts  of 
sensitive  locations,  from  oil  and  gas  pipe¬ 
lines  to  railway  tracks,  military  bases  and 
international  borders.  In  its  latest  guise, 
das  is  even  being  used  to  help  make  hy¬ 
draulic  fracturing,  or  “fracking”  as  it  is  ►► 
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Entomology 

Death  breath 

Caterpillars  that  blow  nicotine  at  their  enemy 


THE  blue  caterpillar  in  “Alice’s  Ad¬ 
ventures  in  Wonderland”  had  a 
hookah  habit  and  the  white  rabbit  kept 
looking  at  his  pocket  watch.  But  whereas 
rabbits  are  not  obsessed  about  being  late, 
some  caterpillars,  it  seems,  really  do  have 
a  fondness  for  blowing  nicotine  at  those 
who  annoy  them. 

The  caterpillar  in  question  is  the 
hornworm,  a  species  that  eats  tobacco 
plants  without  seeming  to  be  bothered 
by  the  nicotine  in  the  leaves.  Since  nico¬ 
tine  can  work  as  a  natural  insecticide,  this 
has  led  many  to  wonder  what  the  cater¬ 
pillars  do  with  the  toxins  they  consume. 
One  clue  is  that  some  caterpillars  use 
toxins  they  collect  as  weapons-the 
eastern  tent  caterpillar  is  famous  for 
spitting  hydrogen  cyanide  gathered  from 
the  plants  it  eats  at  its  enemies.  A  team 
led  by  Ian  Baldwin  at  the  Max  Planck 
Institute  for  Chemical  Ecology  in  Jena, 
Germany,  wondered  if  the  hornworm 


might  be  weaponising  nicotine. 

Dr  Baldwin  and  his  colleagues  set  up 
an  experiment  in  which  hornworm 
caterpillars  were  placed  in  fields  filled 
with  either  ordinary  tobacco  plants  or 
ones  genetically  modified  not  to  produce 
nicotine.  Also  roaming  these  plots  were 
wolf  spiders,  natural  predators  of  the 
caterpillars.  Would  the  caterpillars  in  the 
nicotine-free  fields  be  rendered  more 
vulnerable  to  the  spiders? 

They  were,  as  the  team  report  this 
week  in  Proceedings  of  the  National  Acad¬ 
emy  of  Sciences.  Among  the  nicotine- 
containing  tobacco,  75%  of  the  caterpil¬ 
lars  survived  each  night  of  spider  attacks, 
but  only  half  did  so  in  the  nicotine-free 
fields.  To  discover  more  Dr  Baldwin  and 
his  colleagues  took  some  of  the  caterpil¬ 
lars  and  silenced  a  gene  that  moves 
nicotine  from  their  gut  into  their  blood. 
This  would  prevent  nicotine  being  ex¬ 
haled  through  the  spiracles  on  their  body 
and  make  them  release  considerably 
more  nicotine  into  their  faeces. 

Close  examination  inside  gas-con¬ 
trolled  chambers  revealed  that,  while 
ordinary  caterpillars  fed  ordinary  tobac¬ 
co  released  nicotine  when  they  exhaled, 
the  gene-silenced  caterpillars  only  defe¬ 
cated  it.  So,  even  when  they  ate  tobacco 
containing  nicotine,  the  caterpillars  with 
the  silenced  gene  still  ended  up  in  the 
jaws  of  wolf  spiders  over  three  times 
more  than  those  that  had  not  had  their 
gene  silenced. 

When  air  containing  nicotine  was 
taken  from  an  enclosure  of  non-geneti- 
cally  modified  caterpillars  eating  ordin¬ 
ary  tobacco  and  put  into  a  container  of 
caterpillars  with  the  silenced  gene,  the 
wolf  spider  attacks  dropped  by  64%.  So, 
for  the  hornworm  at  least,  it  looks  like  the 
case  is  proved.  As  for  Lewis  Carroll’s  blue 
caterpillar,  no  one  is  quite  sure  what  it 
was  smoking  in  its  hookah. 


►  known,  more  efficient  at  releasing  natural 
gas  and  oil  trapped  in  rocks. 

The  technique  relies  on  a  phenomenon 
known  as  Rayleigh  scattering,  named  after 
Lord  Rayleigh,  a  19th-century  British  phys¬ 
icist,  who  discovered  it  and  in  the  process 
explained  why  the  sky  is  blue.  Molecules 
in  the  atmosphere  scatter  the  sun’s  light, 
especially  the  blue  end  of  the  spectrum, 
because  its  shorter  wavelengths  are  closer 
to  the  size  of  the  molecules.  An  observer 
looking  at  the  sky  (rather  than  directly  at 
the  sun)  sees  light  waves  that  have  been 
scattered  and  are  thus  mainly  blue. 

A  similar  light-scattering  can  occur  in¬ 
side  a  fibre-optic  cable,  caused  by  minute 
fluctuations  in  its  molecular  structure.  The 
cables  are  engineered  to  keep  such  scatter¬ 
ing  to  a  minimum.  Even  so,  OptaSense,  a 
subsidiary  of  OinetiQ,  a  British  technol¬ 
ogy  group  based  in  Farnborough,  has  been 
able  to  exploit  the  effect  to  build  highly 
sensitive  das  systems.  These  can  detect 
not  just  footsteps  ten  metres  or  so  either 
side  of  a  buried  cable,  but  also  a  low-flying 
drone  passing  overhead,  vandals  damag¬ 
ing  a  railway  line,  a  terrorist  burying  a 
bomb  beside  a  roadway  or  someone  prob¬ 
ing  the  ground  trying  to  find  a  pipeline 
from  which  to  steal  oil.  Existing  cables  can 
be  used,  or  new  ones  can  be  laid  especially 
for  the  purpose. 

The  system  works  by  sending  sharply 
defined  pulses  of  laser  light  down  the  ca¬ 
ble.  When  sounds  from  above  are  trans¬ 
mitted  through  the  ground,  they  cause  mi¬ 
nuscule  vibrations  in  the  cable,  which 
change  its  light-scattering  properties  in 
tiny  ways.  This  can  be  detected  when  the 
pulses  are  received  farther  down  the  cable. 
High-speed  signal-processing  techniques- 
which  OinetiQ  originally  developed  for 
submarines’  acoustic-detection  systems- 
are  used  to  analyse  instantly  what  the 
sounds  are  likely  to  be. 

There  are  some  limitations  to  the  tech¬ 
nology.  Its  powers  of  hearing  are  not  suffi¬ 
ciently  acute  to  pick  up  a  conversation,  for 
example.  And  since  the  cables  inside 
buildings  are  typically  a  tangle  of  short 
lengths  interrupted  by  junction-boxes,  it  is 
unlikely  to  work  there.  However,  a  long  ca¬ 
ble  buried  outdoors  can  provide  the  equi¬ 
valent  of  a  microphone  every  ten  metres. 

Algorithms  are  used  to  establish  acous¬ 
tic  “fingerprints”  for  the  sounds  that  are  de¬ 
tected;  and  depending  where  and  when 
they  occur,  each  is  assigned  a  level  of  risk, 
says  Magnus  McEwen-King,  OptaSense’s 
managing  director.  Footsteps  around  a 
guarded  facility  at  midday  may  not  be  un¬ 
usual,  but  at  2am  they  would  be. 

OptaSense  is  also  using  the  system  to 
monitor  sounds  coming  from  below 
ground,  in  particular  those  produced  by 


Correction:  Our  story  on  space  flight  ("Cluster  analysis  , 
December  21st  2013)  demoted  Chuck  Yeager  to  colonel. 
He  retired  as  a  brigadier-general.  Sorry. 


the  water,  sand  and  chemicals  pumped 
under  high  pressure  to  fracture  rock  during 
fracking.  There  is  concern  about  exactly 
what  is  going  on  underground,  and  in  par¬ 
ticular  if  the  process  might  contaminate 
aquifers.  Various  seismic  sensors  can  be 
used  to  monitor  the  fracking  process, 
sometimes  from  test  bores  drilled  nearby. 
But  it  is  a  costly  and  tricky  process. 

Shell  and  other  oil  companies  are  using 
a  das  system,  which  OptaSense  calls  ver¬ 
tical  seismic  profiling,  to  monitor  their 
fracking.  It  uses  a  fibre-optic  cable  inserted 
into  a  well  bore  to  build  up  an  acoustic  pic¬ 


ture  of  the  fracking  fluid  going  into  the  rock 
at  multiple  levels.  This  means  that  poten¬ 
tial  problems,  such  as  blockages,  or  leaks 
from  one  layer  of  rock  to  another,  can  be 
spotted  before  they  become  serious.  And 
by  having  a  clearer  idea  of  how  much  fluid 
is  going  where,  the  fracking  process  can  be 
constantly  adjusted  so  that  it  runs  in  the 
most  efficient  way. 

Listening  for  intruders  and  monitoring 
the  efficiency  of  fracking  are  just  two  of  the 
potentially  lucrative  applications  of  das 
technology.  No  doubt  there  will  be  others 
in  the  pipeline.  ■ 
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2014  may  prove  a  turning  point  for  art  museums  in  Los  Angeles 


Culture  in  California 

Rollin’  rock 


LOS  ANGELES 


SUNSHINE  and  cheap  land  lured  the 
nascent  motion-picture  industry  west 
in  the  early  20th  century.  Los  Angeles,  the 
sprawling  city  that  grew  up  beside  the  film 
studios,  created  fortunes  out  of  railways, 
property  and  oil.  The  new  barons,  such  as 
Henry  Huntington  and  William  Randolph 
Hearst,  bought  European  art  and  (mostly) 
left  their  collections  to  the  public,  la  art¬ 
ists,  meanwhile,  developed  a  style  that 
was  wild,  free  and  insouciant.  Yet  both 
they  and  their  hometown’s  museums 
have  long  suffered  from  a  sense  of  inferior¬ 
ity.  That  may  be  about  to  change. 

In  2013  three  of  the  most  memorable 
museum  exhibitions  in  New  York  featured 
artists  from  la.  James  Turrell  brought  his 
thrilling  light  plays  to  the  Guggenheim. 
Chris  Burden’s  “Extreme  Measures”  at  the 
New  Gallery,  his  first  New  York  show, 
recast  his  important  early  performance 
pieces,  shedding  new  light  on  all  the  work 
he  has  made  since.  Most  important  was 
Mike  Kelley’s  retrospective  at  moma’s  psi 
outpost  in  Queens,  which  the  New  York 
Times  said  “knocked  everything  else  in 
New  York  right  out  of  the  ring”. 

Recognition  by  America’s  premier  cul¬ 
tural  haven  is  sweet.  This  year  three  art 
museums  in  la  will  also  take  steps  to  beef 
up  the  city’s  cultural  punch,  la  still  has  a 
way  to  go:  every  year  as  many  as  30m  peo¬ 
ple  visit  art  museums  in  each  of  the  three 
great  cultural  cities  of  the  world,  New  York, 
London  and  Paris,  compared  with  fewer 


than  5m  in  la.  But  a  cultural  centre  is  grow¬ 
ing  on  Grand  Avenue.  The  intersection  of 
Grand  and  1st  Street  is  where  Disney  Hall 
stands,  home  to  the  world-class  Los  Ange¬ 
les  Philharmonic  orchestra.  Just  down  the 
road,  between  Grand  and  3rd  Street  is  the 
Museum  of  Contemporary  Art  (moca), 
whereas  at  2nd  Street  la’s  newest  art  mu¬ 
seum,  the  Broad,  is  being  built.  Set  to  open 
late  in  2014,  the  long-awaited  $i3om  muse¬ 
um  will  showcase  the  collection  of  Eli 
Broad,  an  insurance  and  homebuilding 
mogul  and  modern-day  Hearst  whom 
many  regard  as  the  most  influential  cultur¬ 
al  philanthropist  in  California. 

Not  far  away  is  the  Los  Angeles  County 
Museum  of  Art  (lacma),  a  once-sleepy 
institution  that  gained  a  fresh  lease  of  life 
when  a  new  director,  Michael  Govan,  be¬ 
gan  emphasising  its  commitment  to  con¬ 
temporary  art.  Michael  Heizer’s  “Levitated 
Mass”  (pictured)  epitomises  this  change. 
Spending  $iom  to  move  a  340-tonne  boul¬ 
der  from  a  quarry  just  as  the  city  rose  out 
of  recession  could  have  been  a  disaster,  but 
the  rock’s  journey  to  lacma  has  become  a 
matter  of  local  pride.  As  Mr  Govan  sees  it, 
“Los  Angeles  is  in  a  ‘sweet  spot’  right  now, 
mature  enough  to  be  coming  together  on 
civic  projects,  but  young  enough  where 
you  can  still  take  risks.” 

Mr  Govan’s  next  big  project  is  to  have 
Peter  Zumthor,  a  renowned  Swiss  archi¬ 
tect,  remodel  lacma.  The  plan  will  re¬ 
place  much  of  the  existing  structure  with  a 


Joan  Miro-esque  squiggle  of  a  building.  It 
will  cost  at  least  $65001.  Given  that  Mr  Go- 
van  has  almost  doubled  lacma’s  atten¬ 
dance  in  the  last  five  years  and  raised  mil¬ 
lions  for  the  museum,  it  is  hard  to  find 
anyone  in  LA  who  doubts  Govan’s  ability 
to  find  the  money.  Whether  it  is  the  right 
move  for  the  museum  is  less  certain. 

Of  these  three  institutions,  the  most 
fragile  is  moca.  Founded  in  1979,  it  quickly 
received  praise.  Christopher  Knight,  art 
critic  of  the  Los  Angeles  Times,  wrote: 
“There  isn’t  a  city  in  America-not  New 
York,  not  Chicago,  not  Houston,  not  San 
Francisco-where  a  more  impressive  mu¬ 
seum  collection  of  contemporary  art  can 
be  seen.”  Today  Mr  Knight  says  the  muse¬ 
um  “has  lost  its  compass”. 

Most  blame  board  mismanagement  for 
moca’s  troubles.  In  December  2008  it  an¬ 
nounced  that  its  $38.2111  endowment  had 
shrunk  to  a  mere  $sm.  A  New  York  art  deal¬ 
er,  Jeffrey  Deitch,  was  brought  in  to  succeed 
Jeremy  Strick  as  director.  His  tenure,  which 
ended  last  year,  was  marked  by  heavy  bud¬ 
get  cuts,  some  questionable  programming 
choices  and  the  controversial  departure  of 
moca’s  respected  chief  curator  of  22 
years,  Paul  Schimmel,  prompting  all  the 
artists  on  the  board,  including  John  Baldes- 
sari  and  Ed  Ruscha,  to  resign. 

The  board  set  out  to  find  a  new  director 
and  bravely  committed  itself  to  raising  a 
$ioom  endowment  by  the  year’s  end.  This 
goal  was  said  on  December  31st  to  be  close 
to  being  reached,  though  it  is  not  clear  how 
many  of  the  pledges  are  conditional.  Many 
people  are  hoping  moca’s  new  director 
will  be  Ann  Goldstein,  though  an  appoint¬ 
ment-expected  soon-has  yet  to  be  con¬ 
firmed.  A  Los  Angeles  native  and  former 
moca  curator,  who  until  early  December, 
was  running  the  innovative  Stedelijk  Mu¬ 
seum  in  Amsterdam,  Ms  Goldstein  would 
have  her  work  cut  out  for  her.  ►► 
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t  moca  may  be  about  to  come  back  from 

the  brink,  but  it  is  not  yet  on  safe  ground. 
Whoever  takes  the  job  will  need  to  focus 
on  rebuilding  the  staff  and  restoring  credi¬ 
bility.  One  piece  of  good  fortune  is  that  the 
much-lauded  Mike  Kelley  show  at  psi  in 
New  York  actually  started  at  the  Stedelijk 
and  was  curated  by  Ms  Goldstein.  It  comes 
to  moca  in  March.  Kelley,  who  committed 
suicide  last  year  at  57,  made  art  that  brims 
with  the  pop  culture,  politics  and  perfor¬ 
mance  of  Los  Angeles,  but  also  a  sense  of 
the  city’s  place  in  the  art  world.  He  was  rep¬ 
resented  in  moca’s  first  ever  show,  and  the 
museum  owns  36  of  his  works.  His  retro¬ 
spective  combined  with  developments  at 
lacma  and  on  Grand  Avenue  suggest  that 
2014  could  be  a  turning  point  for  the  muse¬ 
um  and  city.  Fingers  crossed.  ■ 


British  history 

State  of  the  unions 


Acts  of  Union  and  Disunion.  By  Linda 
Colley.  Profile  Books;  225  pages;  £11.99 

N  SEPTEMBER  18th  2014  the  people  of 
Scotland  will  vote  on  whether  to 
become  an  independent  country.  The 
choice  will  depend  partly  on  individuals’ 
hopes  and  fears  about  their  future  as  part 
of  a  separate  state.  It  will  rest  also  on  their 
vision  of  300-plus  years  of  union.  What 
has  held  the  nations  of  the  United  King¬ 
dom  together  for  so  long-and  what  is  now 
pulling  them  apart-is  the  subject  of  Linda 
Colley’s  short  and  fascinating  study,  “Acts 
of  Union  and  Disunion”. 

The  book  centres  on  Britain’s  internal 
and  external  relations  but  the  themes  it  ex¬ 
plores  are  universal:  how  national  identi¬ 
ties  react  to  globalisation  and  migration. 
Ms  Colley’s  central  thesis  is  that,  like  all 
countries,  Britain  is  a  synthetic  construct.  It 


is  an  “imagined  community”  as  Benedict 
Anderson,  a  social  scientist,  defined  na¬ 
tionhood:  people  are  bound  not  by  face-to- 
face  interaction  but  a  communal  sense  of 
project  and  purpose,  maintained  by  insti¬ 
tutions.  “In  order  to  succeed  and  flourish, 
states  and  nations  need  an  attractive  idea 
of  what  they  are,”  she  writes.  The  question 
is  whether  the  idea  of  nationhood  is  still 
“attractive”  enough  to  keep  the  distinct 
parts  of  the  “United”  Kingdom  together. 

Britain,  says  Ms  Colley,  is  “not  all  that 
old  in  fact”.  However,  a  number  of  myths 
have  helped  to  keep  it  unified.  One  is  the 
idea  of  Britain’s  “liberty-drenched  ancient 
past”.  This  began  with  the  Magna  Carta,  a 
document  that  was  signed  in  1215  in  an 
attempt  to  limit  the  monarch’s  power  and 
included  such  terms  as  “free  man”.  The 
fable  prevailed  at  home  and  abroad;  it 
helped  justify  Britain’s  colonial  ambitions, 
for  example. 

Another  useful  story  is  that  of  “island- 
hood”,  as  though  spanning  a  geographical 
territory  from  sea  to  sea  was  manifest  des¬ 
tiny.  Yet  from  the  early  Middle  Ages  until 
the  19th  century  Britain-anyway  a  com¬ 
pound  of  islands-shared  monarchs  with 
Europe,  and  cultural  and  religious  refer¬ 
ences  too.  Exchanges  across  the  sea  influ¬ 
enced  the  country’s  identity  in  other  ways 
as  well,  from  its  18th-century  naval  domi¬ 
nance  to  the  maritime  trade  and  imported 
tea,  cotton,  tobacco  and  other  goods  that 
shaped  habits  and  lifestyles.  Now,  in  an 
age  of  mass  air  travel,  islandhood  and  the 
sea’s  proximity  are  ever  less  relevant.  But 
as  Ms  Colley  reminds  the  reader,  stories 
need  not  be  accurate  to  be  influential. 

Each  of  England,  Ireland,  Scotland  and 
Wales  recounts  its  own  binding  history.  Yet 
Ms  Colley  suggests  that  England,  the  domi¬ 
nant  part  of  the  union  numerically  and  lin¬ 
guistically,  is  the  least  well  defined,  and  no¬ 
tions  of  what  it  means  to  be  English  often 
divide  rather  than  cohere.  What  most 
think  of  as  “England”  is  “bottom-heavy”: 
wealth,  power,  population  and  cultural  in¬ 
stitutions  are  weighted  towards  the  south, 


particularly  “over-mighty”  London.  By 
contrast  the  north,  a  “very  large  and  sceni- 
cally  variegated”  area,  lags  in  health, 
income  and  education. 

Ms  Colley’s  sobering  conclusion  is  that 
fear,  not  hope  or  friendship,  has  kept  Brit¬ 
ain  together.  Each  union  was  forged  in  a 
time  of  conflict  with  Europe.  By  contrast, 
“periods  of  protracted  peace  have  repeat¬ 
edly  presented  the  most  profound  threats.” 
Although  Ireland  broke  away  during  the 
first  world  war,  most  demands  for  looser 
union  have  followed  calmer  interludes. 
Scotland’s  referendum  on  independence 
lies  within  this  context. 

Ms  Colley,  who  has  long  studied  the 
complexities  of  British  national  identities, 
purports  to  be  neutral.  Yet  she  is  not,  quite. 
For  the  prescriptions  she  offers  are  de¬ 
signed  to  maintain  some  kind  of  union. 
She  calls  for  England  to  have  its  own  par¬ 
liament,  for  local  governments  to  raise  and 
collect  more  taxes  and  for  Britain  to  have  a 
written  constitution.  This  last,  she  be¬ 
lieves,  “might  supply  some  fresh  constitu¬ 
tive  stories  for  a  new  kind  of  union”. 
Whether  Britain’s  politicians  could  write 
this  new  magna  carta  is  less  clear.  ■ 


The  first  world  war  in  comics 

The  longest  day 


The  Great  War:  July  1, 1916— The  First  Day 
of  the  Battle  of  the  Somme.  By  Joe  Sacco. 

W.  W.  Norton;  54  pages;  $35.  Jonathan  Cape; 

£20 

T  WAS  at  the  battle  of  the  Somme  that  or¬ 
dinary  soldiers  lost  their  illusions  about 
the  nature  of  modern  warfare.  On  the  first 
day  alone,  July  1st  1916,  more  than  57,000 
British  troops  were  killed  or  wounded. 

They  were  part  of  a  120,000-strong 
wave  intended  to  break  the  stalemate  on 
the  western  front.  The  attack  was  meticu¬ 
lously  planned,  generously  supplied  and, 
in  the  end,  a  disaster.  The  pre-attack  artil¬ 
lery  fire  that  was  supposed  to  dislodge  the 
Germans  from  their  trenches  failed:  it  was 
notable,  Adam  Hochschild  writes  in  an 
accompanying  essay  to  “The  Great  War”, 
“mainly  for  its  noise”.  The  Germans  sim¬ 
ply  waited  out  the  attacks  in  deep  bunkers, 
then  used  artillery  that  had  been  camou¬ 
flaged  to  shred  the  advancing  troops.  It 
remains  the  single  bloodiest  day  in  British 
military  history. 

Joe  Sacco’s  book  includes  none  of  this. 
Indeed,  aside  from  his  essay  and  Mr  Hoch- 
schild’s,  printed  together  in  a  separate 
pamphlet,  it  includes  no  words  at  all.  In¬ 
stead,  using  the  Bayeux  tapestry— a  70- 
metre-long  work  that  celebrates  the  Nor¬ 
man  conquest  of  England-Mr  Sacco  tells  ►► 
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►  the  story  of  July  1st  1916  in  a  single  24-foot- 
long  black-and-white  drawing.  Mr  Sacco 
was  raised  in  Australia  and  he  hews  to  a 
British  perspective,  explaining  that  it  has 
“seeped  into  my  consciousness”. 

Broken  by  accordion  folds  into  24 
plates,  Mr  Sacco’s  narrative-and  despite 
its  wordlessness  it  is  nothing  if  not  narra¬ 
tive,  with  the  action,  lines  and  motion  of 
one  plate  leading  seamlessly  into  the 
next— begins  on  the  morning  of  the  attack. 
General  Haig,  in  full  military  dress,  is  walk¬ 
ing  the  grounds  of  Chateau  de  Beaure- 
paire.  It  ends  at  a  casualty  station,  with  the 
wounded  writhing  on  stretchers  and  a  few 
able-bodied  troops  burying  those  beyond 
medical  help.  In  between,  men  prepare, 
ride,  march  and,  in  vast  numbers,  die. 

Mr  Sacco  eschews  anything  resembling 
realistic  perspective  and  proportion.  Yet 
his  ability  to  cram  in  detail  is  extraordinary. 
And  it  is  the  details  that  linger:  the  smile  on 
the  face  of  a  young  French  boy  as  he 
watches  the  troops  saddle  up  and  ride, 
bandages  unravelling  from  a  severed  leg 
lying  unclaimed  on  the  battlefield,  and  the 
faces  of  the  officers  overseeing  the  grave¬ 
diggers:  stoic,  weary  and  harrowed.  ■ 


Exploring  America 

Earth,  wind  and 
fire 


The  Men  Who  United  the  States:  The 
Amazing  Stories  of  the  Explorers, 

Inventors  and  Mavericks  Who  Made 
America.  By  Simon  Winchester.  William 
Collins;  463  pages;  £25 

SIMON  WINCHESTER  is  a  literary 
impresario.  Having  written  on  the  mak¬ 
ing  of  the  Oxford  English  Dictionary  and 
the  19th-century  farmer’s  son  who  created 
the  first  real  geological  map,  here  is  an  au¬ 
thor  who  wants  to  spin  a  yarn  and  to  forge 
connections  that  have  not  been  made 
before.  Now,  with  “The  Men  Who  United 
the  States”,  Mr  Winchester  uses  stories  to 
paint  an  unusual  and  personal  portrait  of 
the  creation  of  a  nation. 

The  organisation  of  the  book  is  intrigu¬ 
ing.  Mr  Winchester’s  wife  is  Japanese  and 
he  has  spent  a  lot  of  time  in  Asia,  where,  as 
he  says,  “everything  and  everyone  can  be 
reduced  to  the  barest  essentials,  the  five  so- 
called  classical  elements.”  The  book  is  di¬ 
vided  into  five  sections,  each  one  domin¬ 
ated  by  wood,  earth,  water,  fire  and  metal. 
Handily,  this  allows  chronological  move¬ 
ment  too,  and  “The  Men  Who  United  the 
States”  begins  with  the  great  journey  that, 
arguably,  gave  America  a  vision  of  its  own 
size  and  scope:  that  of  Meriwether  Lewis 
and  William  Clark  in  the  first  years  of  the 
19th  century.  What  has  this  got  to  do  with 


wood?  Exploring  territory  for  timber  was 
one  of  the  reasons  for  this  historic  expedi¬ 
tion,  which  reached  the  Pacific  Ocean  in 
November.  1805. 

In  the  “earth”  is  John  Wesley  Powell’s 
exploration  of  the  Grand  Canyon  in  the 
years  after  the  civil  war;  with  “water” 
comes  the  creation  of  the  Panama  Canal; 
“fire”  encompasses  the  building  of  both 
railways  and  roads,  and  “metal”  is  the 
wires-telegraph,  telephone  and  finally 
vast  internet  server  farms-that  allow 
Americans  to  communicate  today. 

It  is  an  unashamedly  romantic  se¬ 
quence.  Mr  Winchester,  who  was  born  in 
England,  became  an  American  citizen  in 
2011;  this  book,  he  tells  his  readers,  sprang 
from  his  love  of  his  adopted  homeland.  So 
there  is  some  mention  of  the  people  who 
inhabited  the  continental  United  States  be¬ 
fore  the  Europeans  arrived,  for  instance, 
though  not  enough  discussion  of  their  fate 
to  be  depressing.  Men  (it  is  almost  always 
men)  battled  long  odds  to  build  a  great  na¬ 
tion.  Many  of  these  names  have  been  near¬ 
ly  forgotten,  and  Mr  Winchester  revives 
them  with  verve:  Theodore  Dehone  Ju¬ 
dah,  who  first  envisioned  a  transcontinen¬ 
tal  railway;  Morris  Llewellyn  Cooke,  who 
brought  electricity  to  America’s  heartland; 
Cal  Rogers,  who  made  the  first  transconti¬ 
nental  flight  in  1911-12.  His  style  is  always 
bright  and  conversational  (the  Mandan 
people  are  “homebodies”;  a  railway  pro¬ 
ject  depicted  on  an  early  map  is  “insanely 
great”).  Threaded  throughout  are  glimpses 
of  present-day  America  that  throw  a  slant¬ 
ing  light  on  the  historical  stories  he  tells. 
One  example  is  a  visit  he  makes  to  White- 
man  Air  Force  Base,  in  Missouri-part  of 
the  United  States  Air  Force  Global  Strike 
Command-which  is  not  far  from  part  of 
Lewis’s  and  Clark’s  original  route. 

The  subtitle  promises  readers  a  sackful 
of  exciting  tales-and  the  author  delivers. 
This  is  a  clever,  engaging  and  original  look 
at  what  would  seem  well-trodden  histori¬ 
cal  paths;  but  Winchester,  delightfully, 
breaks  a  fresh  trail.  ■ 


Gary  Shteyngart's  memoir 

A  striver’s  tale 


Little  Failure:  A  Memoir.  By  Gary 
Shteyngart.  Random  House;  368  pages; 

$27.99.  To  be  published  in  Britain  in  February 
by  Hamish  Hamilton;  £16.99 

GARY  SHTEYNGART,  who  emigrated 
from  the  Soviet  Union  to  America  in 
1978,  when  he  was  seven  years  old,  has 
published  three  award-winning,  bestsell¬ 
ing,  critically  acclaimed  works  of  fiction. 
“The  Russian  Debutante’s  Handbook”  had 
all  the  benefits  and  drawbacks  of  a  first 
novel:  immense  energy,  huge  ambition 
and  a  plot  that  more  or  less  came  off  the 
rails  in  the  last  third  of  the  book.  Since  then 
he  has  produced  two  other  books,  “Ab- 
surdistan”  and  “Super  Sad  True  Love 
Story”.  These  are  more  controlled,  but 
retain  the  author’s  characteristic  lunatic 
sense  of  humour. 

For  Mr  Shteyngart  possesses  a  rare  trait 
for  a  serious  novelist:  he  is  funny— and  not 
just  knowing-nod,  wry-smile  funny,  but 
laugh-aloud,  drink-no-liquids-while-read- 
ing  funny.  His  style  of  humour  is  antic  and 
wry,  and  rests  equally  on  sharp  turns  of 
phrase  and  scarcely  credible  situations. 
Underlying  his  writing,  always,  is  yearn¬ 
ing,  love  and  often  deep  sadness.  The  title 
of  his  third  novel,  “Super  Sad  True  Love 
Story”,  could  apply  equally  well  to  any  of 
his  works. 

And  it  could  apply  to  this,  his  memoir 
and  first  work  of  non-fiction.  “Little  Fail¬ 
ure”  is  a  deeply  moving  love  letter  to  Mr 
Shteyngart’s  life  and  everything  in  it: 
America,  Russia,  literature,  women  and  his 
parents.  He  was  born  in  Leningrad  in  1972 
to  a  pugnacious  engineer  father  who  re¬ 
minds  Mr  Shteyngart’s  wife  in  2011  that  “I 
am  big.  My  son  is  small,”  and  a  mother 
who  “looks  half  Jewish,  which,  given  the 
place  and  time,  is  too  Jewish  by  half”.  As  a 
boy  he  was  scared  of  everything:  tele¬ 
phones,  snow,  cold,  the  ceiling  fan,  people 
in  fur  hats.  (When,  years  later,  he  asks  his 
mother  why  he  was  so  frightened  of 
everything,  she  replies,  “Because  you  were 
born  a  Jewish  person.”) 

Mr  Shteyngart  emigrated  from  the  Sovi¬ 
et  Union  with  his  parents-who  blended 
love  and  squabbling  into  a  suffocating, 
sustaining  compound  as  only  Russian  do¬ 
mestic  alchemists  can-and  was  raised 
“middle-middle-middle  class”,  as  he  puts  it, 
in  Queens.  He  wrote  before  that.  At  five  his 
grandmother  Galya  encouraged  him  to 
churn  out  a  novel  by  paying  him  a  piece  of 
cheese  for  each  page  and  a  butter-and- 
cheese  sandwich  for  each  completed  chap¬ 
ter.  In  America,  awkward  and  low  on  the 
social  totem-pole  at  his  Hebrew  school,  he  ►► 
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►  found  that  writing  turned  him  “from  un- 
clubbable  fruitcake  to  tolerated  eccentric”: 
his  classmates  delighted  in  his  satirical  ver¬ 
sion  of  the  Torah  called  the  Gnorah. 

But  this  early  classroom  success  fails  to 
dispel  Mr  Shteyngart’s  lingering,  pervasive 
sense  of  failure.  After  sailing  through  prim¬ 
ary  school,  he  discovers  in  high  school  that 
he  is  a  mediocre  student,  which  displeases 
his  parents  (his  evocation  of  the  pressure- 
cooker  that  is  Stuyvesant  High  School, 
filled  with  the  lower-middle-class  children 
of  striving  immigrant  parents  is  perfect;  Mr 
Shteyngart  has  few  peers  at  affectionate 
skewering).  He  sails  through  a  respected 
liberal-arts  college  where  he  finds  he  can 
maintain  a  respectable  grade-point  aver¬ 
age  “while  being  drunk  and  stoned  all 
day.”  He  fails  at  a  series  of  jobs,  at  his  initial 
attempts  at  writing  and  at  love. 

Of  course,  everyone-or  at  least  every¬ 


one  interesting  and  worthwhile— fails  at 
those  things.  They  are  routine  failures  that 
Mr  Shteyngart’s  prose  and  his  New  York 
brand  of  empathy-brusque  and  big-heart- 
ed-render  meaningful  and  poignant.  He 
fails  and  fails  and  fails,  and  then  he 
doesn’t.  Through  grit  and  struggle  and  self- 
awareness,  things  fall  into  place:  book 
deal,  wife  and  at  the  end,  not  so  much  a 
reconciliation  with  his  parents  as  a  sort  of 
human  recalibration. 

During  the  hauntingly  beautiful  return 
trip  to  Russia  with  which  this  book  ends, 
Mr  Shteyngart  comes  to  see  his  parents  not 
as  gods  or  demons,  but  as  people— well- 
intentioned,  fundamentally  decent  people 
who  did  the  best  they  could  with  what 
they  had.  Like  him,  old  Mr  and  Mrs  Shteyn¬ 
gart  failed  a  lot,  at  a  lot  of  things.  That  is 
what  makes  them-that  is  what  makes 
anyone-human.  ■ 


A  history  of  Merrill  Lynch 

When  finance  was  for  the  99% 


FOR  a  firm  that  transformed  the  arcane 
business  of  investing  into  common  cap¬ 
italism,  Merrill  Lynch’s  100th  anniversary 
in  January  2014  is  likely  to  be  a  quiet  affair. 
Nestled  within  Bank  of  America,  Merrill 
remains  a  significant  firm  with  a  large  cus¬ 
tomer  base,  but  it  would  be  foolish  to  say 
that  it  represents  a  catalytic  populist  social 
movement  bent  on  reshaping  society  and 
elevating  the  role  of  the  individual. 

And  yet  that  is  what  it  once  was,  as  is 
evident  from  “Catching  Lightning  in  a  Bot¬ 
tle”,  a  corporate  history  by  Winthrop 
Smith,  the  son  of  a  former  chief  executive 
of  Merrill  and  a  dauphin  of  sorts  until  he 
was  pushed  aside  in  2001  by  Stanley 
O’Neal,  who  presided  over  the  firm’s  col¬ 
lapse  seven  years  later. 

The  sheer  magnitude  of  Merrill’s  fall  is 
hard  to  take  on-board.  The  book  sheds  vi¬ 
tal  light  on  two  eras:  the  early  years  that 
saw  the  expansion  of  the  firm  and  of  pop¬ 
ulist  finance  and  on  the  bleak-post-millen¬ 
nial  decade  when  its  confidence  and  vi¬ 
sion  collapsed  along  with  much  of  Wall 
Street’s  reputation. 

Long  before  Apple  was  a  cool  company 
with  a  signature  outlet  in  New  York’s 
Grand  Central  Station,  Merrill  had  a  kiosk 
in  the  middle  of  the  station’s  concourse. 
Thousands  of  people  passed  through  it  ev¬ 
ery  day.  Many  were  customers;  more  were 
gawkers,  seeing  in  the  flicker  of  posted 
stock  prices  the  state  of  American  business 
and,  more  broadly,  America  itself. 

Merrill  was  often  said  to  have  brought 
Wall  Street  to  Main  Street,  but  that  under¬ 
states  its  impact,  since  in  the  process  it 
enabled  individuals  to  bring  their  money 


Catching  Lightning  in  a  Bottle:  How 
Merrill  Lynch  Revolutionised  the 
Financial  World.  By  Winthrop  Smith  Jr. 
Prestige  Publishing;  609  pages;  $29.95 

and  ideas  to  Wall  Street.  The  leading  figure 
of  the  firm’s  critical  early  years  was 
Charles  Merrill,  a  dapper,  single-minded 
and  persuasive  man  who  had  suffered 
several  early  failures,  including  in  profes¬ 
sional  baseball. 

He  moved  to  New  York  in  1907,  shortly 
before  the  market  crashed  and  work  be¬ 
came  hard  to  find.  Through  a  prospective 
father-in-law  he  was  hired  by  a  textile  com¬ 
pany.  When  the  romance  failed  the  job 
ended  too,  but  not  before  Merrill  noticed 
expanding  textile  orders  from  merchants 
who  were  looking  at  a  new  form  of  mass 
retailing.  These  companies  would  become 
important  banking  clients.  In  1914  Charles 
E.  Merrill  &  Co  opened  with  “Operations 
Department”  painted  on  the  door  and  no 
assets  beyond  ambition. 

Merrill  borrowed  $10  to  take  a  house¬ 
hold-goods  magnate  out  to  lunch  and  per¬ 
suade  him  to  swap  20%  of  his  company  for 
$2m  in  capital  that  proved  almost  impossi¬ 
ble  to  raise.  Huge  returns  led  to  more 
deals  as  Merrill  found  a  string  of  upstart 
companies  to  finance,  stopping  only  in 
1928  when  he  became  bearish  about  the 
markets  and  turned  to  building  a  groc¬ 
ery  chain,  Safeway.  The  author’s  fa¬ 
ther  persuaded  him  to  return  to 
Wall  Street  in  1940  and  create  a 
brokerage  firm  on  the  mass¬ 
retailing  model.  “What  we 


need,”  Merrill  wrote  in  an  inaugural  state¬ 
ment,  is  men  “who  have  confidence  in  the 
future  of  their  country  to  sell  the  people  on 
the  idea  that  shares  in  American  industry 
are  more  worthwhile  than  paper  money.” 

Merrill  launched  a  marketing  cam¬ 
paign  to  explain  what  it  did.  It  published 
instructions  on  how  to  read  financial  state¬ 
ments.  In  1949  an  advertisement  in  San 
Francisco  for  “women  who’d  like  to  know 
more  about  Investments”  prompted 
30,000  to  enroll  on  an  eight-week  course. 
Merrill  resisted  selling  mutual  funds  be¬ 
cause  he  believed  people  should  control 
what  they  owned.  It  provided  advice,  not 
product,  and  provided  it  everywhere. 

Merrill  set  up  tents  at  agricultural  fairs 
and  converted  buses  into  travelling  “stock- 
mobiles”.  A  programme  that  enabled  peo¬ 
ple  to  invest  as  little  as  $40  a  month 
reached  its  peak  in  1958  when  the 
100,000th  investment  account  was 
opened  by  a  secretary  in  the  American 
embassy  in  Moscow. 

By  the  turn  of  the  millennium  Merrill 
had  become  a  global  success,  but  its  leader¬ 
ship  had  fallen  into  less  capable  hands 
than  those  of  Merrill  and  Mr  Smith’s  fa¬ 
ther.  Inevitable  conflicts  of  interest  be¬ 
tween  brokerage  and  investment  banking 
were  mismanaged.  Then,  the  terrorist  at¬ 
tack  on  September  11th  2001  hit  next  door. 

In  the  ensuing  crisis,  a  decisive  new 
chief  executive,  Stanley  O’Neal,  took 
charge.  But  he  lacked  Charlie  Merrill’s  con¬ 
fidence  in  the  future  and  the  personal 
warmth  that  motivates  salesmen.  Interna¬ 
tional  operations  were  dumped,  domestic 
departments  peeled  back.  With  a  dimin¬ 
ished  army  of  brokers,  Mr  O’Neal  sought 
profits  from  having  Merrill  invest  directly 
in  high-risk  mortgages.  Mr  Smith  provides 
a  wrenching  picture  of  the  ensuing  multi- 
billion-dollar  crackup.  As  part  of  an  ele¬ 
gant  exit,  Mr  O’Neal  received  a  $i6om 
package.  Wall  Street  and  Main  Street  were 
left  to  suffer.  As  Mr  Smith’s  book  shows, 
Merrill’s  success  had  broad  implications. 
Sadly,  so  did  its  travails.  ■ 
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Because  you  strive  to  expand  your  horizons.  IE  Business 
School’s  International  MBA  is  a  demanding  one-year  program 
during  which  you  will  share  experiences  with  students 


representing  more  than  65  countries.  It  will  exponentially 
advance  your  career  in  our  increasingly  competitive  world  by 
turning  you  into  a  socially  responsible  leader  and  improving 
your  management  skills  and  entrepreneurial  spirit.  Our 
!  International  MBA  allows  you  to  personalize  your  study  plan, 
customize  your  program,  and  complement  your  master  with 
international  exchange  programs  at  other  leading  schools 
jpr  around  the  world  or  dual  degree  options. 

Because  you  change,  we  change  with  you. 


www.ie.edu/intemational-mba  I  imba.admissions@ie.edu 
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Cambridge  Judge  Business  School 


STEP  BACK 
TO  EVALUATE 
GLOBAL 
LEADERSHIP 
ISSUES  IN 
CAMBRIDGE.. 


...AND 

EMPOWER  YOUR 
ORGANISATION 
TO  REACH  NEW 
PERFORMANCE 
LEVELS. 


prp  UNIVERSITY  OF 
0  CAMBRIDGE 

Judge  Business  School 


ExecutiveEd  ucation 


Taking  place  in  Cambridge  over  3  weeks,  our 
world-leading  Advanced  Leadership  Programme 

is  for  senior  executives  who  aim  higher. 

alpenquiriesiSjbs.cam.ac.uk 

www.jbs.cam.ac.uk/execed/cambridgeadvanced.html 


■  I  Lee  Kuan  Yew 

School  of  Public  Policy 

The  world's 
looking 
towards  Asia. 

Are  you? 


The  Lee  Kuan  Yew  School  offers  you  a 
world-class  master's  degree  and  an  opportunity 
to  network  with  Asia's  future  leaders. 
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MPP 

Master  in  Public 
Policy 

MPA 

Master  in  Public 
Administration 

MPM 

Master  in  Public 
Management 
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SCHOLARSHIPS 

INTERNATIONAL 

EXCHANGES 

DOUBLE  DEGREES* 

Scholarships  and  grants  available  to  candidates  who  qualify. 
‘Double  degree  partners  include  Columbia  SIPA,  LSE  and  Sciences  Po. 

Application  deadline:  15  January  2014 


www.lkyspp.nus.edu.sg 
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General  Procurement  Notice 
Request  for  Proposals 

Reducing  Waste  and  Spoilage  in  Africa  Food  Value  Chains 

The  Alliance  for  a  Green  Revolution  in  Africa  (AGRA,  wWw.agra.org)  is  a  not-for-profit  organization 
working  with  African  governments,  other  donors,  NGOs,  the  private  sector,  and  African  farmers 
to  significantly  and  sustainably  improve  the  productivity  and  incomes  of  resource-poor  smallholder 
farmers  in  Africa.  AGRA  aims  to  ensure  that  smallholders  have  what  they  need  to  succeed:  good 
seeds  and  healthy  soils;  access  to  markets,  information,  financing,  storage  and  transport;  and  policies 
that  provide  them  with  comprehensive  support.  Through  developing  Africa's  high-potential 
breadbasket  areas,  while  also  boosting  farm  productivity  across  more  challenging  environments,  _ 
AGRA  works  to  transform  smallholder  agriculture  into  a  highly  productive,  efficient,  sustainable  and 
competitive  system,  while  protecting  the  environment. 

AGRA  seeks  consultant/s  or  consulting  firm/s  to  submit  proposal/s  to  address  a  set  of  targeted 
research  questions  related  to  reducing  waste  and  spoilage  in  food  value  chains.  Specifically,  they  are 
requesting  proposal/s  from  consultants/consulting  firms  to  implement  an  in-depth  investigation  of 
waste  and  spoilage  issues  and  challenges  facing  African  Smallholder  Farmers  (SHF)  in  selected  crop 
value  chains,  and  high-potential  intervention  points  for  the  reduction  of  waste  and  spoilage  in  Africa's 
food  systems. 

Proposals  can  be  submitted  for  one  or  more  of  the  following  areas  of  investigations: 

1 .  Ref:  RWS0 1/201 B  -  An  in-depth  investigation  of  waste  and  spoilage  issues  and  challenges 
facing  African  Smallholder  Farmers  (SHF)  in  selected  crop  value  chains,  and  high-potential 
intervention  points  for  the  reduction  of  waste  and  spoilage  in  Africa's  food  systems. 

2.  Ref:  RWS02/2013  -  An  in-depth  investigation  of  the  risks  and  opportunities  for  greater 
engagement  with  private  sector  wholesale  and  retail  investors  in  reducing  food  waste 
and  spoilage  among  smallholder  farmers  in  Africa. 

3.  Ref:  RWS03/2013  -  An  in-depth  investigation  of  the  role  of  innovative  finance  in  creating 
conditions  of  scale  for  waste  and  spoilage  reducing  technologies  and  initiatives  in  Africa's 
food  systems. 

4.  Ref:  RWS04/20 1 3  -  An  in-depth  investigation  of  policy  and  regulatory  requirements  and 
interventions  for  reducing  waste  and  spoilage  in  Africa's  food  systems. 

5.  Ref:  RWS05/201 3  -  An  in-depth  examination  of  AGFiA's  in-house  stock  of  knowledge  on 
reducing  food  waste  and  spoilage  in  Africa's  food  systems. 

In  all  the  five  areas  of  investigation,  four  cross-cutting  approaches  are  to  be  examined:  (1 )  access 
to  promising  solutions  and  markets;  (2)  affordability  of  solutions;  (3)  adoption  and  proper  use  of 
solutions;  and  (4)  stakeholder  awareness.  Proposals  should  address  these  four  approaches,  aiming 
to  build  understanding  of  promising  leverage  points  and  critical  tradeoffs. 

In  each  of  the  areas  of  investigation  are  three  overarching  quandaries  related  to:  (1)  innovation  - 
what  is  new  or  different  from  past  processes  or  practices;  (2)  scale  -  what  opportunities  exist  for 
greater  adoption  and  broader  impact;  and  (3)  risk  -  what  are  some  possible  unintended 
consequences  of  various  choices  and  options.  Proposals  should  therefore  speak  directly  and 
indirectly  to  these  three  themes,  aiming  to  build  understanding  of  promising  leverage  points  and 
critical  tradeoffs. 

Required  Proposal  Components 

Proposals  should  include  technical  and  financial  components  as  follows: 

•  Technical:  The  technical  component  of  the  proposal  should  include  study  design,  country  and 
value  chain  coverage,  proposed  methodologies,  likely  data  collection  instruments,  and  a  detailed 
implementation  plan. 

•  Financial:  The  financial  component  of  the  proposal  should  be  based  on  activities  identified  in 
the  technical  proposal,  indicating  expected  days  of  technical  input,  fee  rates  or  salaries,  and  other 
relevant  and  reasonable  expenses.  Bidders  should  include  line  items  for  travel  to  focus  countries,  in 
addition  to  two  visits  to  AGRA  HQ  in  Nairobi. 

Proposal  submission 

Proposals  of  not  more  than  20  pages  in  length  (including  technical  and  financial  proposals,  CVs, 
summary  information  on  relevant  experience,  and  any  annexes)  for  each  area  of  investigation 
should  be  emailed  to  mande@agra.org  on  or  before  January  31  st  201 4.  Full  terms  of  reference, 
technical  and  financial  requirements  for  each  of  the  five  areas  can  be  downloaded  from  the 
followingJlnk  http://www.agra.org/careers/jobs-careers/consultancy/ 

Any  questions  on  these  terms  of  reference  should  be  directed  to  jnjau@agra.org 


TENDER  TITLE: 


KENYA  REVENUE 
AUTHORITY 


OPEN  INTERNATIONAL  COMPETITIVE  BIDDING 
EXPRESSION  OF  INTEREST  (EOI) 


INTEGRATED  CUSTOMS  MANAGEMENT  SYSTEM  (iCMSI  AND  RELATED 
MODERNISATION  SERVICES  AT  KENYA  REVENUE  AUTHORITY  (KRA) 


TENDER  NUMBER:  PO/20130221 


| 


KRA  wishes  to  replace  Its  existing  Customs  system,  the  SIMBA  System,  with  a  comprehensive  integrated  Customs 
Management  System  (iCMS)  that  will  enhance  automation  of  customs  and  revenue  collection  procedures 
whilst  facilitating  international  trade  across  Kenyan  borders.  On  behalf  of  KRA,  TradeMark  East  Africa  (TMEA) 
seeks  to  contract  a  consultancy  firm  to  provide  this  solution. 

Terms  of  Reference,  expression  of  interest  document  and  the  application  form  can  be  obtained  atTMEA's  website 
www.trademarkea.com/work-with-us.  Interested  and  qualified  consultancy  firms  must  apply  as  per  the  EOI 
Instructions.  All  queries  must  be  directed  to  Drocurementiatrademarkea.com.  Any  query  email  attachments 
must  be  5  MB  or  less. 

The  closing  date  for  submissions  is  31  January  2014  (at  10,00  a.m.  Kenya  time). 

TMEA  cannot  answer  any  query  relating  to  this  tender  10  days  or  less  prior  to  the  submission  deadline. 
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MARK 


Growing  Prosperity  Through  Trade 


THE  ITALIAN  PARLIAMENT 

Notice  inviting  expression  of  interest 
for  the  appointment  of  the 
Parliamentary  Budget  Office 

The  President  of  the  Senate  of  the  Republic  and  the 
President  of  the  Chamber  of  Deputies,  with  reference 
to  the  appointment  of  the  members  of  the 
Padiamentary  Budget  Office  as  provided  by  Law  no. 
243  of  24  December  2012,  invite  expression  of  interest 
from  persons  who  fulfil  the  requirements  of  recognised 
independence  and  proven  expertise  and  experience 
in  the  field  of  economics  and  public  finances  at  a 
national  and  international  level,  wishing  to  take  part 
in  a  selection  without  competitive  examination  for  the 
appointment  of  the  members  of  the  Parliamentary 
Budget  Office.  Expressions  of  interest  must  be  sent 
by  20  January  2014  to  the  following  e-mail  address, 
requesting  a  read  receipt:  upb@camera.it. 
Expressions  of  interest  shall  be  sent  and  the  ensuing 
selection  shall  be  conducted  in  the  manner  prescribed 
in  the  “Notice  inviting  expression  of  interest  for 
appointment  as  member  of  the  Board  of  the 
Parliamentary  Budget  Office"  published  on  the 
following  websites:  www.senato.it; www.camera.it; 
and  www.parlamento.it. 


The 
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To  advertise  within  the  classified  section,  contact: 

United  Kingdom 

Martin  Cheng  -  Tel:  (44-20)  7576  8408 

martincheng@economist.com 


United  States 

Sabrina  Feldman  -  Tel:  (212)  698-9754 

sabrinafeldman@economist.com 


Asia 

David  E.  Smith  -  Tel:  (852)  2585  3232 

davidesmith@economist.com 


Middle  East  &  Africa 

Mirasol  Galindo  -  Tel:  (971)  4433  4202 

mirasolgalindo@economist.com 

Europe 

Sandra  Huot-  TeU  (33)  153  9366  14 

sandrahuot@economist.com 


Publications 


OUT  NOW 

FINANCIAL  REGULATION  IN  AFRICA 

A  'MUST  READ'  FOR  AFRICAN  INVESTORS 
AND  POLICY  MAKERS 

WRITTEN  BY 

DR  IWA  SALAMI 

UNIVERSITY  OF  EAST  LONDON 

"A  LEADER  ON  THE  SUBJECT  FOR  SOME  TIME  TO  COME" 

http://bit.ly/Q7tpDM 


Conferences 


ROTMAN  SCHOOL  OF  MANAGEMENT 

TIM  ROWLEY 

PROFESSOR  OF  STRATEGY,  ROTMAN 

ANDREW  SHIPILOV 

PROFESSOR  OF  STRATEGY,  INSEAD 

AUTHORS:  NETWORK  ADVANTAGE:  HOW  TO 
UNLOCK  VALUE  FROM  YOUR  ALLIANCES  & 
PARTNERSHIPS 

JANUARY  20 

CANARY  WHARF,  LONDON  16.00  -  18.00 
PRESENTATION,  DRINKS 

£25  (INCLUDES  1  BOOK,  DRINKS) 

REGISTER:  ROTMAN.UTORONTO.CA/EVENTS 
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Appointments 

UNIVERSITAT  BASEL 

Swiss  TPH 

The  Swiss  Tropical  and  Public  Health  Institute  (Swiss  TPH)  is  located  in  Basel  and  affiliated  with  the 
University  of  Basel.  The  Swiss  TPH  is  active  worldwide  and  employs  over  700  staff  from  60  countries. 
Since  its  establishment  in  1943,  the  Swiss  Tropical  Institute  (STI)  has  evolved  into  a  highly  reputed 
provider  of  teaching,  research  and  services  in  the  field  of  international  health. 

Due  to  the  retirement  of  the  current  director  at  the  end  of  June  2015,  we  invite  applications  from 
outstanding  candidates  for  the  post  of 

Director 

The  successful  candidate,  who  will  also  be  appointed  professor  at  the  University  of  Basel,  will  be 
expected  to  take  up  his/her  appointment  on  1  July  2015. 

The  future  director  will  be  an  integrative  leader  tasked  with  managing  the  Swiss  TPH  while  main¬ 
taining  close  ties  with  the  University.  He/she  will  be  expected  to  undertake  biomedical  or  epidemio¬ 
logical  research,  to  acquire  projects  in  the  areas  of  global  health,  international  health,  and  public 
health,  and  to  organise  the  provision  of  service  support  for  poverty-related  or  neglected  diseases  and 
the  respective  health  systems. 

The  ideal  candidate  will  possess  proven  leadership  skills,  the  ability  to  think  strategically,  and  several 
years  of  experience  in  the  above  research  and  implementation  areas  in  tropical  or  subtropical  coun¬ 
tries.  The  ideal  candidate  should  also  have  demonstrated  experience  of  managing  a  similar  institution, 
of  directing  research  and  service  projects,  and  of  cooperating  with  international  partners  and  partner 
institutions.  The  ideal  candidate  will  have  a  well-established  national  and  international  network  of 
contacts  and  several  years  of  teaching  experience  in  higher  education.  The  future  director  must  have 
proven  negotiation  skills  with  government  authorities,  sponsors  and  donors,  and  the  wider  public. 
A  good  working  knowledge  of  English  is  essential,  together  with  spoken  and  written  German  and/or 
French.  Other  languages  will  be  considered  an  advantage. 

Applications  should  be  submitted  electronically  (PDF  or  ZIP  files)  to  Prof.  Dr.  Felix  Gutzwiller, 
President  of  the  Curatorium  of  the  Swiss  TPH  und  Chair  of  the  Selection  Committee,  c/o 
Dekanat-Philnat@unibas.ch. 

For  further  details,  please  visit  www.swisstph.ch. 

The  closing  date  for  application  is  28  February  2014. 


U  N  I 
BASEL 


The  Economist  January  4th  2014 


72 


Economic  and  financial  indicators 


The  Economist  January  4th  2014 


Economic  data 


%  change  on  year  ago 

Gross  domestic  product 

latest  qtr*  2013* 

Industrial 

production 

latest 

Consumer  prices 

latest  2013t 

Unemployment 
rate, % 

Current-account  balance 

latest  12  %  of  GDP 

months,  $bn  2013* 

Budget 

balance 

%  of  GDP 
2013* 

Interest 
rates, % 

10-year  gov't 
bonds,  latest 

Currency  units,  per  $ 

Dec  31st  year  ago 

United  States 

+2.0  03 

+4.1 

+1.7 

+3.2  Nov 

+1.2  Nov 

+1.5 

7.0  Nov 

-398.7  03 

-2.4 

-4.1 

3.03 

- 

- 

China 

+7.8  Q3 

+9.1 

+7.7 

+10.0  Nov 

+3.0  Nov 

+2.7 

4.0  Q35 

+14.7  03 

+1.9 

-2.0 

4.495S 

6.05 

6.23 

Japan 

+2.4  Q3 

+1.1 

+1.8 

+5.0  Nov 

+1.6  Nov 

+0.3 

4.0  Nov 

+41.2  Oct 

+1.0 

-8.2 

0.74 

105 

86.5 

Britain 

+1.9  03 

+3.1 

+1.4 

+3.2  Oct 

+2.1  Nov 

+2.6 

7.4  Sep** 

-94.9  Q3 

-3.5 

-6.7 

3.29 

0.60 

0.62 

Canada 

+1.9  Q3 

+2.7 

+1.7 

+3.1  Oct 

+0.9  Nov 

+1.0 

6.9  Nov 

-59.9  Q3 

-3.1 

-3.0 

2.77 

1.06 

1.00 

Euro  area 

-0.4  Q3 

+0.3 

-0.4 

+0.2  Oct 

+0.9  Nov 

+1.4 

12.1  Oct 

+270.7  Oct 

+2.0 

-2.9 

1.94 

0.73 

0.76 

Austria 

+0.7  Q3 

+2.5 

+0.4 

-0.6  Oct 

+1.4  Nov 

+2.1 

4.8  Oct 

+9.6  Q3 

+2.6 

-2.9 

2.28 

0.73 

0.76 

Belgium 

+0.4  Q3 

+1.2 

+0.1 

+6.3  Oct 

+1.0  Dec 

+1.2 

9.0  Oct 

-12.6  Sep 

-1.0 

-3.0 

2.69 

0.73 

0.76 

France 

+0.2  Q3 

-0.5 

+0.2 

nil  Oct 

+0.7  Nov 

+1.0 

10.9  Oct 

-45.5  Oct 

-1.9 

-4.1 

2.43 

0.73 

0.76 

Germany 

+0.6  Q3 

+1.3 

+0.5 

+1.1  Oct 

+1.3  Nov 

+1.6 

6.9  Nov 

+254.0  Oct 

+6.9 

+0.1 

1.94 

0.73 

0.76 

Greece 

-3.0  Q3 

na 

-3.6 

-5.2  Oct 

-2.9  Nov 

-0.8 

27.4  Sep 

+1.3  Oct 

+0.8 

-2.2 

8.57 

0.73 

0.76 

Italy 

-1.8  Q3 

-0.1 

-1.8 

-0.5  Oct 

+0.7  Nov 

+1.3 

12.5  Oct 

+16.3  Oct 

+0.5 

-3.2 

4.09 

0.73 

0.76 

Netherlands 

-0.4  Q3 

+0.8 

-1.1 

+2.1  Oct 

+1.5  Nov 

+2.6 

8.2  Nov 

+83.6  Q3 

+10.6 

-3.5 

2.25 

0.73 

0.76 

Spain 

-1.2  03 

+0.5 

-1.3 

+1.8  Oct 

+0.2  Nov 

+1.5 

26.7  Oct 

+10.4  Oct 

+0.8 

-7.1 

4.22 

0.73 

0.76 

Czech  Republic 

-0.4  Q3 

-0.3 

-1.4 

+3.5  Oct 

+1.1  Nov 

+1.3 

7.7  Nov5 

-3.4  03 

-1.6 

-2.9 

2.54 

19.9 

19.0 

Denmark 

+0.5  Q3 

+1.5 

+0.3 

+3.2  Oct 

+0.5  Nov 

+0.7 

5.7  Oct 

+22.6  Oct 

+5.5 

-2.3 

1.98 

5.41 

5.66 

Hungary 

+1.8  Q3 

+3.6 

+0.7 

+6.0  Oct 

+0.9  Nov 

+1.7 

9.8  Octstt 

+3.1  Q3 

+1.8 

-3.0 

5.61 

216 

221 

Norway 

+2.1  Q3 

+2.9 

+1.7 

-5.1  Oct 

+2.5  Nov 

+2.3 

3.3  Oct** 

+61.0  Q3 

+13.0 

+13.0 

3.04 

6.07 

5.57 

Poland 

+1.9  Q3 

na 

+1.5 

+3.0  Nov 

+0.6  Nov 

+1.0 

13.2  Nov5 

-10.2  Oct 

-2.1 

-4.0 

4.34 

3.02 

3.09 

Russia 

+1.2  Q3 

na 

+1.5 

-1.0  Nov 

+6.4  Dec 

+6.7 

5.4  Nov5 

+38.9  Q3 

+2.4 

-0.5 

7.88 

32.9 

30.6 

Sweden 

+0.3  Q3 

+0.3 

+0.8 

-5.0  Oct 

+0.1  Nov 

+0.1 

7.5  Nov5 

+34.3  03 

+6.0 

-2.0 

2.53 

6.42 

6.51 

Switzerland 

+1.9  Q3 

+2.1 

+1.8 

+0.7  Q3 

+0.1  Nov 

-0.1 

3.2  Nov 

+79.9  Q3 

+12.6 

+0.2 

1.25 

0.89 

0.92 

Turkey 

+4.4  Q3 

na 

+3.9 

-0.5  Oct 

+7.3  Nov 

+7.5 

9.9  Sep5 

-60.9  Oct 

-7.4 

-1.5 

10.20 

2.15 

1.78 

Australia 

+2.3  Q3 

+2.3 

+2.5 

+2.7  03 

+2.2  Q3 

+2.3 

5.8  Nov 

-51.3  03 

-2.6 

-2.2 

4.23 

1.12 

0.96 

Honq  Konq 

+2.9  Q3 

+2.1 

+3.0 

-0.9  Q3 

+4.3  Nov 

+4.3 

3.3  Nov** 

+5.4  Q3 

+2.4 

+1.8 

2.35 

7.75 

7.75 

India 

+4.8  Q3 

+16.5 

+4.9 

-1.8  Oct 

+11.2  Nov 

+9.8 

9.9  2012 

-76.9  03 

-3.0 

-5.1 

8.85 

61.9 

54.8 

Indonesia 

+5.6  Q3 

na 

+5.6 

-3.7  Oct 

+8.4  Dec 

+7.1 

6.3  Q35 

-32.1  03 

-3.8 

-3.3 

na 

12,170 

9,638 

Malaysia 

+5.0  Q3 

na 

+4.8 

+1.7  Oct 

+2.9  Nov 

+2.0 

3.3  Oct5 

+14.2  Q3 

+5.0 

-4.2 

4.15 

3.28 

3.06 

Pakistan 

+6.1  2013* 

*  na 

+6.1 

+3.9  Oct 

+9.2  Dec 

+7.5 

6.2  2013 

-4.1  Q3 

-0.9 

-8.0 

12.85*** 

105 

97.2 

Singapore 

+4.4  Q4 

-2.7 

+3.5 

+3.9  Nov 

+2.6  Nov 

+2.4 

1.8  Q3 

+49.8  Q3 

+19.9 

+0.7 

2.56 

1.26 

1.22 

South  Korea 

+3.3  03 

+4.3 

+2.8 

-1.3  Nov 

+1.1  Dec 

+1.1 

2.7  Nov5 

+66.6  Nov 

+4.7 

+0.7 

3.57 

1,055 

1,071 

Taiwan 

+1.7  03 

+1.1 

+2.0 

-0.1  Nov 

+0.7  Nov 

+0.9 

4.2  Nov 

+56.3  Q3 

+11.8 

-2.3 

1.69 

29.8 

29.0 

Thailand 

+2.6  Q3 

+5.2 

+3.0 

-10.6  Nov 

+1.7  Dec 

+2.2 

0.6  Oct5 

-6.1  03 

-1.1 

-3.1 

3.77 

32.9 

30.6 

Argentina 

+5.5  Q3 

-0.7 

+5.1 

-4.7  Nov 

_ ... 

—  ' 

6.8  Q3§ 

-3.5  03 

-0.6 

-3.3 

na 

6.52 

4.92 

Brazil 

+2.2  Q3 

-1.9 

+2.2 

+0.9  Oct 

+5.8  Nov 

+6.2 

4.6  Nov5 

-81.1  Nov 

-3.7 

-2.7 

13.21 

2.36 

2.05 

Chile 

+4.7  Q3 

+5.4 

+4.5 

+3.3  Nov 

+2.4  Nov 

+1.8 

5.7  Nov5** 

-9.5  Q3 

-3.6 

-1.0 

5.19 

525 

479 

Colombia 

+5.1  Q3 

+4.5 

+4.2 

+0.5  Oct 

+1.8  Nov 

+2.0 

8.5  Nov5 

-12.6  03 

-3.5 

-0.7 

6.83 

1,932 

1,767 

Mexico 

+1.3  Q3 

+3.4 

+1.2 

+0.1  Oct 

+3.6  Nov 

+3.7 

4.6  Nov 

-24.9  03 

-1.6 

-2.6 

7.75 

13.1 

13.0 

Venezuela 

+1.1  03 

-0.8 

+1.2 

+0.8  Sep 

+54.3  Oct 

+40.9 

6.6  Nov5 

+6.9  Q3 

+2.6 

-9.5 

na 

6.29 

4.29 

Egypt 

+1.0  Q3 

na 

+2.0 

-21.0  Oct 

+12.9  Nov 

+8.5 

13.4  Q35 

-4.5  Q3 

-2.5 

-13.7 

na 

6.95 

6.36 

Israel 

+2.3  03 

+2.0 

+3.2 

-1.1  Oct 

+1.9  Nov 

+1.5 

5.5  Nov 

+3.3  Q3 

+1.6 

-3.2 

3.69 

3.47 

3.73 

Saudi  Arabia 

+3.8  2013 

na 

+3.7 

na 

+3.1  Nov 

+3.7 

5.5  2012 

+137.0  02 

+18.0 

+6.0 

na 

3.75 

3.75 

South  Africa 

+1.8  Q3 

+0.7 

+1.9 

+1.7  Oct 

+5.3  Nov 

+5.8 

24.7  Q35 

-22.1  03 

-6.5 

-4.8 

7.91 

10.5 

8.48. 

Source:  Haver  Analytics.  *%  change  on 
months.  t*3-month  moving  average.  H5 


previous  quarter,  annual  rate, 
■yearyield  ** "Official  number 


The  Economist  poll  or  Economist  Intelligence  Unit  estimate/forecast.  5Not  seasonally  adjusted.  *New  Series.  "Year  ending  June.  ^Latest  3 
not  reliable;  The  State  Street  PriceStats  Inflation  Index,  October  18.99%;  year  ago  27.02%  **tDollar-denominated  bonds. 
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Economic  and  financial  indicators 


Markets 


%  change  on 


Dec  31st  2012 


Index 
Dec  31st 

one 

week 

in  local 
currency 

in  $ 

1  terms 

United  States  (DJIA) 

16,576.7 

+1.3 

+26.5 

+26.5 

China  (SSEA) 

2,214,5 

+1.1 

-6.8 

-4.1 

Japan  (Nikkei  225) 

16,291.3 

+2.5 

+56.7 

+28.9 

Britain  (FTSE 100) 

6,749.1 

+0.8 

+14.4 

+16.6 

Canada  (S&PTSX) 

13,621.6 

+0.8 

+9.6 

+2.7 

Euro  area  (FTSE  Euro  100) 

1,019.9 

+1.2 

+19.1 

+24.4 

Euro  area  (EUROSTOXX  50)  3,109.0 

+1.2 

+17.9 

+23.3 

Austria  (ATX) 

2,546.5 

+0.7 

+6.1 

+10.8 

Belgium  (Bel  20) 

2,923.8 

+0.8 

+18.1 

+23.4 

France  (CAC  40) 

4,296.0 

+1.8 

+18.0 

+23.3 

Germany  (DAX)* 

9,552.2 

+0.7 

+25.5 

+31.1 

Greece  (Athex  Comp) 

1,162.7 

+4.6 

+28.1 

+33.8 

Italy  (FTSE/MIB) 

18,967.7 

+1.4 

+16.6 

+21.8 

Netherlands  (AEX) 

401.8 

+1.3 

+17.2 

+22.5 

Spain  (Madrid  SE) 

1,012.0 

+0.9 

+22.7 

+28.3 

Czech  Republic  (PX) 

989.0 

+0.6 

-4.8 

-8.8 

Denmark  (OMXCB) 

566.0 

+1.5 

+25.1 

+30.7 

Hungary  (BUX) 

18,564.1 

+1.3 

+2.2 

+4.7 

Norway (OSEAX) 

602.8 

+0.7 

+22.9 

+12.7 

Poland  (WIG) 

51,284.3 

-0.2 

+8.1 

+10.8 

Russia  (RTS,  $  terms) 

1,442.7 

-0.8 

+1.6 

-5.5 

Sweden  (0MXS30) 

1,333.0 

+0.9 

+20.7 

+22.2 

Switzerland  (SMI) 

8,203.0 

+1.2 

+20.2 

+23.8 

Turkey  (BIST) 

67,801.7 

-1.7 

-13.3 

-28.0 

Australia  (All  Ord.) 

5,353.1 

+0.5 

+14.8 

-1.6 

Hongkong  (Hang Seng) 

23,306.4 

+0.5 

+2.9 

+2.8 

India  (BSE) 

21,170.7 

+0.7 

+9.0 

-3.5 

Indonesia  (JSX) 

4,274.2 

+1.7 

-1.0 

-21.6 

Malaysia  (KLSE) 

1,867.0 

+1.7 

+10.5 

+3.2 

Pakistan  (KSE) 

25,261.1 

-0.4 

+49.4 

+38.1 

Singapore  (STI) 

3,167.4 

+1.3 

nil 

-3.2 

South  Korea  (KOSPI) 

2,011.3 

+0.5 

+0.7 

+2.2 

Taiwan  (TWI) 

8,611.5 

+1.9 

+11.8 

+9.0 

Thailand  (SET) 

1,298.7 

-2.1 

-6.7 

-13.1 

Argentina  (MERV) 

5,391.0 

+0.7 

+88.9 

+42.5 

Brazil  (BVSP) 

51,507.2 

+0.3 

-15.5 

-26.7 

Chile  (IGPA) 

18,227.1 

+0.6 

-13.5 

-21.2 

Colombia  (IGBC) 

13,071.3 

-0.1 

-11.2 

-18.8 

Mexico  (IPC) 

42,727.1 

+0.3 

-2.2 

-3.1 

Venezuela  (IBC)  2,736,584.0 

+0.4 

+481 

na 

Egypt  (Case  30) 

6,782.8 

+0.1 

+24.2 

+13.7 

Israel  (TA-100) 

1,207.7 

-0.3 

+15.1 

+23.7 

Saudi  Arabia  (Tadawul) 

8,605.3 

+1.5 

+26.5 

+26.5 

South  Africa  (JSEAS) 

46,256.2 

+3.0 

+17.8 

-4.5 

I  GDP  forecasts 

2014,  %  change  on  previous  year 

Best 


Source:  Economist  Intelligence  Unit 


Worst 


Bermuda 

Central  African 
Republic 

Italy 

Greece 

Barbados 

Slovenia 

Venezuela 

Puerto  Rico 

Libya 

Cyprus 


4  3  2  1-0+1 


Other  markets 


%  change  on 


Dec  31st  2012 


Index 
Dec  31st 

one 

week 

in  local  in  $ 
currency  terms 

United  States  (S&P  500) 

1,848.4 

+0.8 

+29.6 

+29.6 

United  States  (NAScomp) 

4,176.6 

+0.5 

+38.3 

+38.3 

China  (SSEB,  $  terms) 

253.6 

+1.9 

+0.6 

+3.6 

Japan  (Topix) 

1,302.3 

+3.6 

+51.5 

+24.6 

Europe  (FTSEurofirst  300) 

1,316.4 

+1.3 

+16.1 

+21.3 

World,  dev'd  (MSCI) 

1,661.1 

+1.3 

+24.1 

+24.1 

Emerging  markets  (MSCI) 

1,002.7 

+0.7 

-5.0 

-5.0 

World,  all  (MSCI) 

408.5 

+1.2 

+20.3 

+20.3 

World  bonds  (Citigroup) 

906.6 

nil 

-4.0 

-4.0 

EMBI+  (JPMorgan) 

651.7 

-0.3 

-8.3 

-8.3 

Hedge  funds (HFRX) 

1,223.5s 

+0.2 

+6.5 

+6.5 

Volatility,  US  (VIX) 

13.7 

+12.5 

+18.0  (levels) 

CDSs,  Eur  (iTRAXX)t 

70.2 

+0.6 

-40.6 

-38.0 

CDSs,  N  Am  (CDX)» 

62.4 

-0.1 

-34.5 

-34.5 

Carbon  trading  (EU  ETS)  € 

5.0s 

+3.1 

-25.1 

-21.8 

Sources:  Markit;  Thomson  Reuters.  *Total  return 
indexACredit-default-swap  spreads,  basis  pointsADec  30th 


Indicators  for  more  countries  and  additional 
series,  goto:  Economist.com/indicators 


The  Economist  commodity-price  index 

2005=100 


%  change  on 


Dec  17th 

Dec  24th 

Dec  31st* 

one 

month 

one 

year 

Dollar  index 

All  items  165.5 

165.4 

164.3 

+0.3 

-11.2 

Food  182.7 

Industrials 

182.6 

181.4 

-1.3 

-13.2 

All  147.7 

147.5 

146.4 

+2.4 

-8.7 

Nfat  159.9 

159.5 

151.0 

-4.1 

-8.5 

Metals  142.5 

142.4 

144.4 

+5.7 

-8.7 

Sterling  index 

Allitems  185.4 

183.7 

180.4 

-0.6 

-12.9 

Euro  index 

All  items  149.9 

150.5 

148.2 

-1.1 

-15.1 

Gold 

Speroz  1,229.8 

1,201.7 

1,207.9 

-1.3 

-27.3 

West  Texas  Intermediate 

$  per  barrel  97.1 

98.9 

99.2 

+3.3 

+8.0 

Sources:  Bloomberg;  CME  Group;  Cotlook;  Darmenn  &  Curl;  FT; 
ICCO;ICO;  ISO;  Live  Rice  Index;  LME;  NZ  Wool  Services;  Thompson 
Lloyd  &  Ewart;  Thomson  Reuters;  Urner  Barry;  WSJ.  'Provisional 
tNon-food  agriculturals. 
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Obituary 


Ronnie  Biggs 


Ronald  Arthur  (Ronnie)  Biggs,  Great  Train  Robber,  died  on  December  18th,  aged  84 


THE  year  1963  was  something  of  a  water¬ 
shed  in  human  history.John  F.  Kennedy 
was  assassinated.  Pope  John  XXIII  died. 
Beatlemania  really  took  off  with  “She 
Loves  You”.  And  on  August  8th  Ronald  Ar¬ 
thur  Biggs,  as  the  Old  Bill  liked  to  call  him, 
was  one  of  16  thieves  who  stole  £2.6m 
(£5om  in  today’s  money,  or  $8om)  from  a 
Royal  Mail  train.  As  it  happened,  it  was  his 
birthday.  The  heist  was  the  biggest  ever 
seen  in  Britain  at  the  time,  justly  christened 
the  Great  Train  Robbery.  And  he  was  the 
most  famous  robber  of  them  all. 

How  it  came  about  was  quite  a  story.  He 
liked  to  tell  it  in  later  years  round  the  pool 
at  his  not-so-hideaway  villa  in  Rio,  where 
for  £100  a  time  you  could  eat  barbecue 
with  him,  be  served  caipirinhas  by  beauti¬ 
fully  breasted  samba  dancers,  get  the  auto¬ 
graph  and  buy  the  T-shirt.  (“I  went  to  Rio 
and  met  Ronnie  Biggs... Honest”.)  He 
dined  out  on  it,  and  got  breakfast  too. 

His  part  in  the  actual  robbery  was 
small.  He  wasn’t  even  on  the  train.  Some 
called  him  the  teaboy,  though  he  was  more 
than  that.  He  got  cut  in  by  the  mastermind, 
Bruce  Reynolds,  when  he  went  to  ask  him 
for  £500  to  put  down  a  deposit  on  a  house. 
Reynolds  said  he  didn’t  have  the  cash  at 
the  time,  but  was  working  on  getting  some. 
His,  Biggsie’s,  role  was  to  find  a  man  who 
could  drive  the  mail  train  from  where  it 


would  be  halted  and  the  driver  silenced  to 
where  the  lorry  would  be  waiting  to  take 
the  haul  away.  The  man  he  found,  as  it  hap¬ 
pened,  couldn’t  drive  the  train  and  nearly 
gave  them  all  away  as  they  crouched  be¬ 
side  the  track  by  lighting  up  his  pipe  with  a 
great  flare  and  flame.  Biggsie’s  most  useful 
role  was  cook-he  always  liked  cooking-at 
Leatherslade  Farm,  where  the  gang  gath¬ 
ered.  He  did  a  nice  steak  and  chips  with 
runner  beans  and,  the  next  day,  bacon  and 
eggs.  He  deserved  his  whack  of  £147,000, 
which  amounted  (in  modern  money)  to 
two  and  a  half  million  quid. 

It  came  home  in  two  canvas  bags.  The 
notes  smelled  a  bit  dank  when  he  tipped 
them  out  on  the  bedroom  floor,  but  it  was  a 
nice  big  sight,  all  right.  Charmian,  the  wife, 
got  very  excited  and  was  straight  off  to 
Bond  Street.  Unfortunately  her  loving  lord 
had  left  his  prints  at  the  farm,  on  a  sauce 
bottle  and  a  Monopoly  set,  and  within  a 
month  he  was  nicked  and  sent  to  Wands¬ 
worth  prison-for  the  stiff  term  almost  all 
the  robbers  got,  30  years  without  parole. 

At  least,  that  was  what  the  screws  in¬ 
tended.  Instead  in  July  1965  he  nipped  over 
the  wall  on  a  rope  ladder,  dropped  into  a 
waiting  furniture  van,  and  became  a  le¬ 
gend.  For  the  next  35  years  he  was  on  the 
lam  between  Paris,  Australia,  Panama  and, 
at  last,  Brazil,  where  he  became  the  most 
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famous  draw  after  Sugar  Loaf  Mountain. 
Brazil  had  no  extradition  treaty  with  Brit¬ 
ain,  so  although  he  could  not  work,  he 
could  be  famous.  He  found  new  love  with 
Raimunda,  a  nightclub  artiste,  and  report¬ 
ers  from  the  British  tabloids  lined  up  to  be 
sent  to  Copacabana  to  interview  him.  For 
his  70th  birthday  bash  in  1999  “a  media 
benefactor”  flew  half  a  dozen  of  his  old 
robber-chums  business  class  to  Rio,  where 
the  grog  flowed  till  the  early  hours  and  a 
swat  team  from  the  Brazilian  federal  po¬ 
lice  dropped  by  to  wish  him  all  the  best. 

A  pint  of  bitter 

His  poor  old  dad  had  always  said  he 
would  make  good  one  day.  Simple,  really: 
he  got  ahead  by  doing  what  he  was  best  at, 
which  was  taking  things  without  paying. 
At  15  that  meant  nicking  a  pen  refill  and  a 
rubber  from  Littlewood’s;  at  20,  breaking 
into  a  chemist’s;  a  month  later,  helping 
himself  to  a  car  without  the  owner’s  per¬ 
mission.  Small  stuff,  but  he  couldn’t  bear  to 
see  something  he  couldn’t  have.  It  all 
stemmed  from  being  promised  a  bike 
when  he  was  little,  which  never  came. 

For  three  years  though,  after  i960  when 
he  married  Charmian,  he  went  straight.  He 
even  set  up  a  carpentry  business  in  Red- 
hill.  Those  were  the  good  years,  in  retro¬ 
spect.  They  were  maybe  happier  than 
when  he  had  the  £147,000  in  his  pocket,  for 
by  1967  that  was  all  gone.  He  spent  £40,000 
on  a  bad  facelift  in  Paris,  and  £55,000  on  a 
package  deal  that  got  him  a  good  fake  pass¬ 
port  and  airline  tickets  to  anywhere  in  the 
world.  After  that,  he  scraped,  and  would 
have  been  poor  if  his  son  Mike  had  not  be¬ 
come  a  child  pop  star  in  Brazil,  and  if  the 
press  had  not  been  so  hungry  for  his  story. 

Whenever  things  got  bad,  he  seriously 
thought  he  would  turn  himself  in.  He  got 
tired  of  looking  over  his  shoulder.  In  1974 
he  was  tricked  by  the  Daily  Express  and  ar¬ 
rested  by  Jack  Slipper  of  the  Yard,  but  the 
Brazilian  courts  rescued  him.  Ini98ihe  was 
kidnapped,  stuffed  in  a  duffel  bag  and  tak¬ 
en  to  Barbados  (luckily,  also  with  no  extra¬ 
dition  treaty);  he  always  believed  that  the 
British  government  was  behind  it.  Part  of 
him  longed  for  a  pint  of  bitter  in  England’s 
green  and  pleasant  land.  In  200iincreasing 
bad  health  pushed  him  to  come  home  and 
the  Sun  flew  him  back,  voiceless  after  sev¬ 
eral  strokes  and  in  a  red  Sun  T-shirt,  to  the 
eagerly  waiting  Bill  at  Northolt. 

Eight  years  later  they  let  him  out.  They 
still  wanted  remorse,  especially  for  the  in¬ 
jury  done  (not  by  him)  to  the  driver  of  the 
train.  He  objected  that  he  had  shown 
some.  But  the  fact  was  that  he  was  proud  to 
be  a  Great  Train  Robber,  one  of  those  “lov¬ 
able  rogues”  and  “eminent  thieves”.  With¬ 
out  that  little  caper,  1963  would  not  have 
been  half  so  historic;  and  he  might  have 
ended  it  as  a  good  boy  fixing  window 
frames  in  Redhill.just  as  he  began.  ■ 
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In  U.S.  cities,  30%  of  traffic  is  caused  by  drivers 
looking  for  parking.  This  means  increased  C02 
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cities  to  adopt  by  reducing  up-front  costs.  Now,  with 
Citi's  help,  Streetline  is  expanding  globally. 
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